







^-tfhrartan 
Vtlaipara Joykri^h-.v. i>tj},?ie Llbran 

Oovl. (if'\S‘Ciit lichgal 



( X ) 


opium. Excise, Land Ravenuey-^Federal Enance under the New 
Constitution-^The Niemeyer Award (lncome>tax, Contributioas to- 
the Provinces)^Niemeyer Award and the Provinces—Concluding 
observations on the Award**^Pabfic expenditure in India—Ci'n> 
administration—Expenditure for National development—Public 
Debt of India—Debt redemption—Local Finance—Provincial 
Finance in the Congress governments. 69a 

CHAPTER XXIII.—Unemf^Ofynent. 

Rural unemployment—The Economic eflfects of famines— 
History of famine relief—The Famine Insurance fund—Actual 
process of famine relief—Middle clast iinemployment—Causes of 
middle-class unemployment—Conchisio^" ... 73^ 

■— 'O- 




INDIAN ECONOMICS 


CHAPTER I. 

INTRODUCTION 

DEFINITION AND SCOPE 

The Rent Act of 1S59. 

Indian Economics : what it means. 

The term Indian Economics refers to a systematic and 
scientific study of tlie principal economic problems of 
India from the strictly Indian national standpoint. Tim© 
was when British politicians and writers thought in terms 
of the old colonial policy by which India was looked upon 
as a natur.il field for exploitation in the interests of her 
white rulers, But that view is no longer publicly advoca¬ 
ted by responsible people even in England. To us, Indians, 
the subject matter of Indian Economics can have no other 
meaning than the obvious one that the main problems of 
Indian economic life must be approached exclusively from 
the Indian point of view. With this objective in view, we 
shall not hesitate to criticize British policy, whether in the 
past or at present, which can be proved to have been, or to 
be detrimental to India’s interests, and we shall not hesi¬ 
tate to advocate measures which might directly militate 

against British vested interests in India, provided such 

* 

measures are calculated to advance India’s own economfc 
well-being. 
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INDIAN K(ONOiII(S 


Indian Economics : not the history of Indian economic thought. 

Though the above is the accepted interpretation of 
Irxliari Kcononiics at present, the term was capable of 
some other alterative inlerpretations in times past. For 
instaruip, Indian Kconornica wa3 regarded as the history 
of Indian economic thought from the earliest times. 
Modern researches, even in their pres<'nt incomplete stage, 
have proved that Indian thinkers, in the golden days of 
ancient and itiedinvaj Indian history, did not altogether 
negleet this branch of Sociology. 

Kantilay's Arlhasha^ tra, Siikracharya’s \ittis and other 
treatises reveal the liigli <legree of econoiuie thinking 
<h‘veloped by Indian sa\ants in anch'nt days. Similarly, 
in the medh‘val age. ureat economic experiments were 
carried out some Moslem rulers. The expt'riment with 
market control of Alauddin Khilji as regards the price of 
corn, cloth, sugar, glue, oil and even cattle and slaves ; 
the currency experiment of Muhammad Tughlug who 
trieil to inlroiluce a token <a:iTency in order to replenish 
his depleted exclieqiKT ; tlie reforms of the land-revenue 
system carried out by Alaud<lin, Sher Phab and Akbar ; 
and the various innovations in the system of public 
tinance introduced l)y a succession of Moslem rulers all 
testify to the fact that Indian (‘conomic thinking did not 
snfFer any paralysis in the long twilight of the dark ages. 
Finally, in the modern ages, it is not dilTicult to discern 
characteristically national interpretations of the funda¬ 
mental facis of Indian economic life. The khaddar 
economics of Mahatma Gandhi, for instance, hardly finds 
its parallel in the economic thinking and economic prac¬ 
tice of any other modern couidry. All these indicate the 
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existence of a nucleus out of which an InJiiin school of 
economic thought can be formulated. 

But the time has not yet arrived when any useful 
purpose might be served by connecting together some of 
the disconnected strands of Indian economic thought. 
Moreover, Kconomics as a science is of very recent growth 
even in the western countries, and the whole substance of 
economic thinking has been, and is being l apidly trans¬ 
formed by successive stages of Irniustrial Uevolution. 
Indian J'iconomics. therefore, at present can not imply the 
history of Indian Kconomic thinking. 

Indian Economics : not the history of Indian economic evolution. 

Another possible interpretation is that Indian Kcono- 
mies might mean the history of Indian economic life. 
This also must ho rejected, first, on tho ground of the 
impracticability of reconstructing a synllietic story of 
Indian economic evolution with the exi^^titig inadequate 
data an<l secondly, because India's past, like the past oi' 
any other rnodiTii country, can not, except in a limited 
degree, give us any snllicient indication as rcjgards her 
possibilities in the future. 

Indian Eco nomics : not the illustration of universal economic 
principles. 

A third possible interpretation is that Indian Kcono- 
mics is nothing but an illustration of universal economic 
principles with Indian examples. This view got much 
currency in India in the first throe quarters of the nine¬ 
teenth century. The British rulers, specially, on account 
of their wholesale acceptance of the doctrines of classical 
economics, held this view. It was Kanade who first 
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pointed out the difference between western and Indian 
environment as a sufficient reason why western economic 
principles could not at all be applicable in the case of 
India. In a country like India with teeming millions of 
rural population bound by all sorts of restrictions like caste. 
Joint family, excessiTO conservatism, etc. The classical 
principles of self-interest, etc. can have only a limited 
validity. 

Hanaile in his Essays on Indian Economics wrote in 
1^<92 :—“With us an average individual man is to a large 
extent the very antipodes of the economical man. The 
family and caste are more powerful than the individual 
in determining his position in life. Custom and slate 
regulations are more powerful than competition, and 
status more decisive in its influence than contract. 
Neither capital nor labour is mobile—wages and profits are 
fixed ami not elastic. Similarly. Sir Theodore Morrison 
wrote in his treatise, “The Industrial organisation of an 
Indian Province" -.—“When we, approach the study of 
economic phenoimma of India, we must bear in mind that 
w'O are about to deal with a type of industrial organisation 
whicli is not the type tacitly assumed in most books upon 
abstract Economics." 

Of course, since the days of Hanade, both India and 
the science of Economics have undergone a great deal of 
changes. India has come ont of the hard shells of rural 
self-sufficiency into the vortex of world Economics, and 
the series of inroads upon the classical school launohed by 
the Socialists, and the Historical School specially have 
effectively destroyed the old conception of universality 
of classical dogmas, so that Economics to-day is little more 
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than an ‘^apparatus of the mind, a technique of thinking 
which helpH its possessor to dmw correct conclusions.’* 
Thus, from both sides the gulf between Indian and western 
Kconomics has been much narrowed. Moreover, as 
Prof. Brij Nurain has said, Kconomics is a stady of 
mankind in the ordinary business of life, a study of the 
facts of Indian Kconomic life cannot be expected to reveal 
the existence of entirely new laws governing the produc¬ 
tion, exchange, distribution, or consumption of wealth. 
Xo such laws have been discovered. 'I’here is thus no 
science of “Indian Economhts” as apart from the science 

t 

of “General txonoinics.” 

Never the less, the peculiarity and practical importance 
of some of India’s urgent economic problems does 
necessitate an exclusive study of Indian problems in their 
historical and environmental perspective, though in that 
study our knowledge of western economic doctrines will 
help us a great deal. 

Such being the nature of Indian Economics, our study 
will necessarily embrace facts like Indian natural and 
social environment and problems like these of Indian 
agriculture, of co operative m(»vernent, of land-tenures 
and of Indian industries both old and new. Wc shall 
also study the trend of India’s foreign trade, the problems 
of Indian Money, Banking and Exchange, the problem 
of middle class unemployment, the problem of Indian 
population, and other allied problems. It is to a detailed 
study, of these problems that we address ourselves in 
subsequent chapters. Before, however, we deal with any 
of these problems we shall briefly point out the im- 
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portance and some of the main obstacles to the systematia 
study of Indian Economics. 

Importance of the study of Indian Economics. 

The importance of the study of Indian Economics can 
hardly be over-emphasised in these days of acute mass 
poverty and middle class unemployment. As we shall 
see presently. Nature has not been nif^gardly in her gifts 
to India. Yet, inspite of her rich natural resources, the 
Indian masses have been steeped in direst poverty for 
centuries. To a large extent, of course, Indian poverty 
has been due to administrative exploitation brought about 
by India’s political subjection to foreign conquerors. 
Never the less, a substantial portion of the responsilnlity 
must be borne by the Indians themselves. 

Historically, India has for some centuries i)a6t, lacked 
the necessary knowledge and the necessary outlook by 
which she could turn all her resources to the best account 
possible. A scientific study of Indian Economics is 
expected to hll up this gap. By presenting the bare facts 
of our economic life, both in their actuality and their 
potentiality, and by making tentative suggestions for the 
betterment of our economic life, our study, it is hoped, 
will at once help to create the necessary outlook, and the 
will to conquer the outstanding difficulties that lie in the 
way to our economic salvation. 

Further, a balanced study of Indian Economic facts 
and problems will help the reader to steer clear of both 
the extremes into which the uninitiated is likely to fall, 
o£ the Scylla of Imperialistic interpretation, and the 
Charybdis of ‘ism’-ridden ideology whether ‘Red* or 
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‘Brown' or ‘Black*. Our study, in order to be fruitful, 
must interpret our present in the light of our physical, 
historical, social, and political facts, and the solution that 
it will offer must be shown to be integrally an<l logically 
related to these facts. In other words, India’s Kconomic 
future must follow the main trends of her social and 
enTironmental heritagel That does not mean the perpetua* 
tion of the Status Quot the Stalm Quo of squalor and 
poverty, of unemployment and premature deaths, and of 
fatalism and pathetic contentmeiii. Even revolution may 
be a mode of evolution, though it should be invoked at 
the last, and not at the first instance, having regards to 
its great dangers of abuse and horrors in execution. Our 
conclusion, however, is that Indian Economic salvation 
can be achieved by determined, peaceful methods, by 
Planned thinking and by Planned execution, provided 
there is a sincere co-ordination of efforts on the part of all 
the vested interests in India. 

Main obstacles to the study of Indian Economics. 

A scientific study of Indian Economics has been 
impeded so long by the following facts. . 

(1) In the first place, the British Government, until 
recently, held fast to the docti ine of universal validity of 
the classical theory of laeisser faire. They believed that 
because India was primarily an agricultural country, she 
should always continue to be an agricultural one. More¬ 
over, th(^y believed that because free trade was good for 
England, it must also be good for India always. Of 
course, it must be admitted that the policy of the Govern¬ 
ment was not always inspired by honest faith in economic 
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dogmas. The real motive force was the old idea of 
colonial exploitation to which the classical doctrine 
seemed to give scientific sanction. It was not till Ranade 
pointed out the inapplicability of orthodox economic 
doctrines to India, that the atmosphere was clear for a 
study of Indian economic problems in their proper 
perspective. 

(2) Secondlih the absence of proper economic data on 
which to base sound economic policies has been another 
serious han<licap. So far, the only statistics that are avail¬ 
able are supplied by the various Government Departments. 
But these statistics are hardly reliable for their accuracy. 

having regard to the rough and empirical methods 

• 

employed in collecting them. Further, most of the expert 
Committees and Commissions which have so far been 
set up to investigate into different economic problems of 
India, have usually been biassed towards the official view 
on these matters, and as such we suffer from the lack of 
really impartial expert views on some of .the complicated 
aspects of our economic life 

(3) Thirdly, the various Indian Universities, until 
recently, neglected the study of Indian Kconomics. 
Economics became a branch of higher studies only some 
years ago, though its popularity to-day is ever on the 
increase. 

(4) Fourthly, a scientific study of Indian Economics 
has also been hampered by the patriotic bias on the part 
of moat Indian scholars. While the Government wanted 
to throw the whole responsibility for Indian poverty on 
the shoulders of the Indians themselves, Indian scholars 



DEFINITION AND SCOPE 


9 


and politicians went to the other extreme* and began to 
depict the Government as the solo villain of the piece- 
Indian poverty, for instance, came to be explained solely 
in terms of administrative exploitation which was 
conveyed to the masses by the notorions "drain theory." 
Whatever the Government did, became suspect in the 
public eye, and the best interests of India have some¬ 
times been sacrificed purely on account of racial and 
political distrust. 

(5) Lastly, the dissociation of the people from the 
administration of the country has also been a great 
handicap to a realistic study of the facts and problems of 
Indian economic life. 



CHAPTER II. 


Natural environment and economic life. 

“The mo<le of life of a people in any region is not an 
accident hiit the resnlt of environment/* As Holtz has 
observed in his Teaching of Geography^ “Modern 
geography studies the features of the earth, so that the 
people may be understood, and the future possibilities ot 
the utilisation of the environment for the increased well¬ 
being of man may be discovered. A national costume, a 
national occupation, racial structure and even a racial 
spiritual trait, may be traced directly or indirectly to the 
influence of climate.** It is environment that determines 
whether a country can be economically prosperous or 
backward, whether it is to be primarily agricultural or 
industrial, whether it can be economically self-sufficient 
or dependent upon foreign trade. 

Physical environment broadly includes the sttuafion, 
climate, coast line, topography, geological struclnre, flora 
and fauna, the river and mountain system of a country. 

(1) The Influence of Situation. 

*'SUuation favours a ready interchange of ideas, the 
growth of coinmeroial relations and the enrichment of 
languages.*' Ancient civilizations were generally river 
civilizations. Thus, the Rig-vedic culture was essentially 
a product of the Ganges and the Indus, just as Sumerian, 
Babylonian, and Assyrian civilizations were fei by the 
waters of the Tigris-Euphratis system. The Egyptian 
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civilization was reared np on the Nile basin. Later on, 
the Mediterranean sea became the cradle of European 
civilization, and the distinctive enltiires of Greece, Carthage 
and Rome sprang np in the diHerent corners of the Medi¬ 
terranean world. With the birth of the modern age 
trade and commerce entered on the ^Oceanic' stage and 
Commercial pre-eminence rapidly passed away from oM 
Mediterranean cities to the new oceanic centres. This 
explains the rise to greatness of new states like England 
and Holland which were best situated so far as oceanic* 
commerce is concerned. Similarly, India, at the centre 
of the Eastern Hemisphere with her three sides open 
for sea navigation, is admirably situated for commercial 
expansion. 

(2) Influence of the coast line. 

The nature of the coast-Hne is another determining 
factor. To be of commercial importance, the coast line 
should be broken and irregular, so that the sea may reach 
far into the interior regions The coast-line of Great 
Britain and Holland is very good from this stand point. 
India like Africa, is very unfortunate in this respect, 
as the western coast is mostly unhrolren and as such 
open to the violence of the monsoon, while the Eastern 
Coast is surf bound. India thus possesses f)nly a few 
major ports like Karachi, Calcutta, Bombay and Madras. 

(3) Influence of rivers. 

The river ayatem of a cmntrif is the third determining 
foctor. In the first place rivers act as natural transporting 
agents and for that purpose, they must possess the follow¬ 
ing qualities. 
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(1) They most not be ice-bonnd. There can hardly 
be any continuous traffic in the case of ice-bonnd rivers 
like those of Canada and Knssia. 

(2) The rifers mnst be deep enough to enable ships 
and steamers to ply through them. 

(3) There should not be rapids and falls as their 
existence would also serve to prevent navigation. 

U) The rivers. must be perennial and must not dry 
up during summer months. 

The Rhine and the Danube in Europe, the Nile in 
Egypt are some of the world famous rivers which have 
played a very important role in the economic life of the 
countries through which they pass. In India, the Indus, 
the Oanges and a part of the Brahmaputra also possess 
the characteristics noted above. 

Besides acting as transporting agents, rivers also serve 
to fertilise the valleys through which they pass. Egypt 
would have been a desert, had there been no Nile, Simi¬ 
larly, Sind would have been a desert without the presence 
of the Indus. **The three great rivers of Hindusthan supply, 
soil manure, moisture and high ways of carriage for all 
the wealth of the plain.’* 

(4) The influence of mountains. 

The mountain system of a country also affects its 
economic life in a variety of ways. **fligh massive moun¬ 
tains present the most marked barrier which man meets 
on the land surface of the earth. They stand as impedi¬ 
ments to the intercourse of people, to the spread of 
population and to the building of roads and rail roads." 
Mountains also enhance the rigour of climate, specially 
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in the temperate and cold regions, though in a tropical 
country, this influence on the temperature is highly 
bracing and welcome. 

Firstly, mountains create a paucity of good cultivable 
land specially in a small country like Greece or Spain. 
On the other hand, mountains confer many ■ advantages. 
They cause rainfall in many countries by capturing mois¬ 
ture-bearing winds as in the case of the Western Ghats 
and the Himalayan ranges of India. They also inhuence 
the climate by keeping ofl; winds. For example, the Hima¬ 
layas protect India from the severe cold winds of the 
‘North in the winter-season. 

Secondly, mountains are the sources of rivers which 
are of great economic utility to the country e.g. the 
Ganges, the Brahmaputra and the Indus are the products 
of the Himalayas. 

Thirdly, mountains offer beautiful pastoral grounds so 
that grazing and stock-raising offer profitable occupations 
to the inhabitants of mountainous region as in the case 
of Switzerland, Tibet and Kashmere. 

Fourthly, the lower slopes of the mountains are 
generally full of forests which supply raw materials for 
many industries in addition to pure lumbering occupation. 
The posibilities, for instance, of the vast Terai forest of 
India are immense, though so far they have been hardly 
explored. 

Fifthly, mountains conserve great mineral wealth 
which adds greatly to the economic well-being of a country. 
For example, most of the valuable minerals of Burmah 
are found in her mountainous regions. 



14 


INDIAN ECONOMICS 


Lastly, Mountains give rise to mighty water-falle 
which are responsible for the generation of hjdro-elec- 
tricity. Norway, Sweden, Austria, Spain, Switzerland 
and Italy are cases in point. 

f5) The influence of Configuration. 

The configuration of the earth is another important 
determining factor. Where the configuration is smooth 
and plain, economic devcdopment is very easy. The Indo- 
Gangetic plain, for instance, is one (£ the most densely 
populated regions of the world. The economic activities 
of men are the greatest on the plains on account of trans¬ 
port facilities and other advantages. In short, the im¬ 
portance of plains can easily be realised if we just 
remember that though plains form less than 2/5th of 
the surface of the earth they are the home of more than 
4. nth of the people of the world. 

f6) The influence of the natural resources. 

Minerals, forest and fisheries are the chief natural 
resources which greatly atlecl the economic destiny of 
a country. The indudrial prosperity of Great Britain in 
the 18th and 19th centuries was rendered possible by 
abundant mineral neimrces of coal and iron. Similarly, 
south Africa, as she is to-day, practically owes her 
existence to her Gold and Diimond mines. In the same 
way, the Gondowana coal fields and rich mineral 
deposits of the Singhbhum district of North Eastern India 
account for the industrial development of that region and 
hold out great possibilities in the future. 

The for eel regions of a country give rise to many 
industries, Lumbering, boat-making, paper and match 
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'manufactures,—are some of the industries which owe 
their existence to the rich forest resources of Norway 
and Sweden, The forest animals of Canada have given 
risen tj her famous fur trade. Forests also inflhenoe 
the rainfall and the climate of the surrounding regions. 
India's vast Forest wealth thus is capable of very pro> 
fitable economic exploitation. 

The world’s best iishing grounds are afforded by 
continental shelves. Such advantages are enjoyed by 
Great Britain, Norway, Nova Scotia, New Zealand. and 
Japan. The fishing industry, apart from giving direct 
employment to a large number of the people, is also a 
great training ground for shipping. The naval supremacy 
of Great Britain was largely due to the familiarity with 
the sea acquired by British marines in the course of their 
fishing adventures. According to many experts, the 
Sunderban fishery of Bengal constitutes one of the best 
fishing grounds of the world. 

(7) Influence of Climate. 

Climate is another great determining factor. Climatic 
differences divide the world into so many natural regions 
whose characteristics as regards vegetation, animal life 
and main conditions of exutence widely differ from one 
another. There are certain climates like the cold deserts 
of the Polar Zones and the hot deserts of the tropics where 
human life is hardly possible, The temperate climate 
has been generally recognised to bo best adapted for eco¬ 
nomic progress. The Cotton Mill Industry, for instance, 
can flourish best in a moist and humid climate like that 
of Lancashire. Similarly, cinematography requires a 
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bright and sanny weather like that of California which 
accordingly, has become the home of the famous American 
Film industry. Climate also affects the nature of trans- 
port ’possible in a paticular region. For instance, river- 
transport is impossible in the cold regions, while air¬ 
transport is rendered unsafe and dangerous in foggy 
weather. Climate also affects the mind and the physique 
of the inhabitants. Tropical climate, for instance, general¬ 
ly tends to make the people sluggish and philosophical. 

Lastly, the nature of the soil affects the agricultural 
prosperity of a country. The great wheat-lands of the 
world occur in the temperate Zone with an annual pre¬ 
cipitation not exceeding 30". The alluvial soil of the 
Indo-Gangetic plains is also one of the most fertile regions 
of the world. With the above general observations on 
the infilienee of natural environment on man, we pass 
on to a more detailed study of the Economic Geography 
of India. 
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Economic Geography. 

India has an area of aboat Ij million square miles 
and measures 2000 miles from North to South and 
2,500 miles from East to West. India is thus a sub con¬ 
tinent equal in area to the whole of Europe without 
Russia. 

India’s Situation. 

India’s place in the globe is very favourable for pur¬ 
poses of international commerce. ‘‘Standing almost at 
the centre of eastern hemisphere, and at the head of the 
Indian Ocean, she commands all the sea-routes for trade 
between the old and new world—towards Africa and 
Europe in the West, Australia in the South.—Siam, China 
Japan, and America in the East”. The presence of the 
Himalayas, of course, acts as a great handicap for over¬ 
land trade with Northern Asia, but even here India, 
from a very early period in her history, has been carrying 
on a large volume of trade through the north-western 
and north-eastern'passes. 

Ahtence of good harbour*. 

India has a vast coast line about 3000 miles long, but 
it is largely devoid of indentations with the resplt that 
India has got only a few first class ports. The southern 
side has few harbours 1 1 accomodate large vessels. Violent 
monsoon winds render the western coast- except Bombay 
and Karachi unsafe for shipping from^May to August- 

2 
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The ICastern coast is surf-bound and as such requires cons- 
tant dredging. Calcutta is 80 miles removed from the 
Ocean route, and also suffers from sand bars in the 
Hooghly. The principal ports of India are Calcutta, 
Bombay, Karachi, Madras, Vizigapatam and Chittagang, 
though there are also some other minor ports. 

India's tradft routes. 

The internal trade routes of India mainly correspond 
to the different railway systems into which the country 
has been divided, though water ways and roads also serve, 
though to a lesser extent, to carry some portion of the 
merchandise. As regards external trade, the main routes 
emanate from the principal ports to the different parts of 
the world. Rut the sea-routes, though by far ihe most 
importanti are not the only routes for India's foreign 
trade. Considerable trade still goes on with Tibet, 
Afghanistan, and Nepal through mountain passes. The 
development of the Trans Caspian Railway, the Trans- 
Persian line, and the Baghdad Railway holds out immense 
possibilities of a great increase of India's foreign trade 
through land-routes in the future. At present, however, 
strategic considerations are preventing the British govern¬ 
ment from extending the North Western Railway to 
the borders of Afghanistan which is essential for that 
purpose. 

Geographically, India can be divided into three natural 
regions. 

<1) The mountainous regions of the North. 

(2) The lado-Gangetic plain. 

C 3 ) The Deccan plateau. 
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(1) The mountainous region of the North. 

The Pamir Knot in central Asia is the starting point 

tor a long chain of mountains extending both in the 

* 

east, and the west in many branches. The Himalayan 
And the Suleiman ranges broadly cover the Northern 
portion of India. The Himalayas which contain some ‘ 
of the highest mountain peaks of the world not only act 
as a natural protective wall for India, bat also by 
intercepting the rain<bearing clouds of the South-western 
monsoon provide rain-water for the plains, and also give 
birth to mighty rivers, coming out of frozen snow, which 
have created the vast Indo-Gangetic system. The 
Himalayan region up to a certain height is very rich in 
animal and forest resources, and is also suitable for certain 
plantations, such as tea. It is thus a great source of 
potential wealth, though it has been only slightly exploited 
so far. The Himalayas also obstruct the piercing cold 
wind of Central Asia from coming inio India. Finally, 
the scenery of the Himalayas as well as the lure of their 
mighty peaks attract tourists and climbers from every 
corner of the globe every year, which ii a source of 
income to India. 

<2) The Indo-Gangetic system. 

The Indo Gangetic system comprises the basins of the 
three mighty Himalayan rivers, the Indus# the Ganges, 
and the Brahmaputra. On account of its favourable 
climate, fertile soil and flat relief rendering possible the 
easy construction of roads and railways, navigable rivers, 
and various natural resources, etc., the Indo-Gangetic 
plain has been the cradle of Indo-Aryan civilisation from 
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the earliest period. It is the natural granary of India. 
Sir William Hunter has obserred that the Ganges may 
yet rank as one of the greatest water ways of the world. 
Riee, wheat, sugar-cane, tobacco, maize, oilseeds, spices, 
and tea are the principal food-crops, while jnte is the- 
^ principal fibre grown in this region. 

(3) The Deccan Plateau. 

The Deccan plate.aa consists of the whole of Peninsular 
India. Geologically it is mnch older than Northern 
India. It is bounded on the north by the Vindhya and 
the Satpnra ranges, on the East by the Eastern Ghat, and 
on the west by the Western Ghat. It is washed by certain 
big rivers such as the Mahanadi. Kistna, Can very and 
Vaigi, Tapti and Narmada. The Peninsular rivers, unlike 
the Himalayan rivers, have good water during the 
monsoons, but shrivel up in the dry season. There are 
two flat coast strips on both sides of the Ghats known as 
the Kankan and the Malabar in the west, and as Coro- 
mandal coast in the East. As regards vegetation, rich 
forests, cinchona trees and cocoa nut palm abound. Cotton, 
rice, millets, oilseeds, sugar cane, tobacco, tea, coffee, 
and spices,—those are the principal agricultnral products 
of this region. The cinchona trees grow on the mountains, 
while cocoanuts grow *on the plains. The plateau is also 
rich in mineral resources such as iron, manganese, gold» 
mica and lime. 

Different types of soils in India. 

'India, in ancient geological ages, was very different 
from what we find her now. Geologists say that in the 
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earliest period she was represented by the Southern Penin¬ 
sula and was connected with Africa by land ; while over 
the area where now exists the regions of the Punjab and 
Hajpntana, the tides of a vile and shallow sea ebbed and 
llowed. Then followed a series of volcanic cataclysms 
and violent earthquakes which entirely changed her na¬ 
tural features, Finally, through geological processes she 
acquired her present shape. The following are the six 
successive formations: (1) Achaean, (2) Vindhyan, (3) 
Gondwana, (4) Besultio, (5) Tertiary and Cretaceous. and 
((!) Alluvial. The various kinds of soils and minerals of 
India owe their origin and existence to them.” ( P. N. 
Banerjea—Indian Economics ). 

The soils of India may broadly be divided into four 
groups : (al the alluvial soils, (b) the black cotton or regur 
soils, (c) the * red’’ soils of the crystalline tract and (d) the 
laterite soils. Of these, the first two are the most impor¬ 
tant and valuable. 

The alluvial soils. 

They are the dominant kind of soil in the Indo- 
Gangetic plains, and also prevail in the Eastern and West¬ 
ern coastal strips of the Dcccan Peninsula. These soils 
are chemically rich as there are phosphoric acid, lime, 
potash and manganese among their ingredients, although 
they are deficient in nitrates. The alluvial soils, provided 
they are properly irrigated, can grow a large variety of 
Kharif and Eahi crops. 

The BUck Cotton soil of the Deccan. 

It is called black because of its colour an<i it is 
remarkably fitted for the growth of cotton, though jowar,^ 
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bazra, palses, millets are also grown on this soil. These 
soils occur in the Deccan proper, as also in the river 
valleys of Bombay and Madras. 

The rest of India is covered with either crystalline soils 
or laterite soil. Those soils are lacking in good chemical 
properties though they are capable of growing some crops 
under a good system of Irrigation. One common charac¬ 
teristic of all thcFe soils is their comparative dryness 
which makes the artificial supply of water an absolute 
necessity in Indian agriculture. 

The Climate of India. 

The whole of Peninsular India lies within the tropic, 
while the Indo-Gangetic plain lies north of the tropic of 
Cancer. Peninsular India has got on the whole a higher 
mean temperature thronghoat the year, though on the 
sea-coast temperature is somewhat lower. The Indo- 
Gangetic plain on the other hand suffers from extremes 
of temperature both in summer and winter. Tho one com¬ 
mon characteristic, however, of the whole of India except 

in the hills, during the summer season, is its excessive 
heat. 


Inter-Provinoial climatic differences. 

The most striking characteristic of Indian climate is 
its great diversity. Though Sind and Bengal are practi¬ 
cally on the same latitude and lie on the two extremities 
of the Indo-Gangetic plain, their climates are vastly 
different largely on account of the heavy rainfall in 
Bengal (in same portions over 80 inches) and the virtual 
absence of rainfall in Sind (less than 3 inches). 
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These acute climatic differences have not failed to 
produce a great diversity in the language, habits, dress, 
manners, occupations, and even outlook and physical 
colour of the Indian people. Fnriher, as Dr. Vera Anstey 
has observed. *Dne to the diversity of the Indian climate, 
India possesses a great variety of animal, vegetable and 
mineral products, ranging from the heavily-coated Kashmir 
hill-sheep to the camel of Sind and the elephant and 
tiger of Bengal ; from the wheat, fruit and fir trees of 
the north to the rice and cocoanuts of the hot, low-lying 
swamps and coastal regions ; and from the coal and iron 
fields of Bengal, Bihar and Orissa, to the gold of Mysore, 
and the salt ranges of the Punjab.’ 

Influence of climate on economic progress. 

European scholars have frequently asserted that the 
tropical climate, while it favours the early rise of civilisa¬ 
tion, retards its later development. The reasons advanced 
in favour of this contention are that, because man can 
secure his livelihood with comparatively little effort, he 
tends to become lazy and as such be becomes lacking in 
self-confidence and the da<«h and audacity that are neces¬ 
sary for making a great nation. In the temperate climate, 
on the other hand, as man can live only by perpetual 
struggle with natural forces, his powers tend to become 
developed to the highest pitch. In this way the supremacy 
of the Western races over the oriental is sought to be 
traced to immutable climatic causes. 

The above arguments, however, do not seem to be'very 
sound and the note of dissent does not come exclusively 
from the East. For instance. Prof. Carr-Saunders has- 
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observed that civilisation progresses directly with, and 
not inversely to, the boantifulness of Nature. In any 
case the history of India does not giv^ any countenance 
to the above vie at. The tropical climate of India did 
not prevent her from attaining a very high level of ex¬ 
cellence whether on the spiritual or on the material 
plane in ancient days, and even now, after centuries of 
political servitude, India does produce gigantic personali¬ 
ties whose peers can hardly bo produced, by the much 
vaunted temperate climate of the west. In our opinion, 
the much criticised lethargy and sluggishness of the 
Indian people is to be explained not in terms oE Natural 
Laws but in terms of the grinding poverty and political 
tyranny to which they have been subjected through 
centuries of systematic administrative exploitation. 


THE MONSOON. 

The South-west and the North-east Monsoons. 

We have already stated that India is a prominent 
part of the monsoon region of Asia. The term *monsoon 
comes from the Arabic word 'mauslm’ meaning a kind 
of wind (i. e. rain-bearing wind). The monsoon is really 
a large-scale form of the sea-breeze. In the summer 
season of the Northern hemisphere, on account of eva¬ 
poration due to extreme heat, a low-pressare centre is 
created in central Asia. The heavy winds from the Indian 
Ocean thus approach towards the low-pressure regions in 
a gigantic oounter-clock'wise motion carrying moistnre 
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from the Fea. That aooounts f6r the South'West Momoon. 
Similarly in the winter geason of the Northern Hemis¬ 
phere, which isthegnmmer season of the Southern Hemis¬ 
phere, a low-pressure centre U created in North Eastern 
Australia towards which winds flow from North-Eastern 
Asia carrying moisture from th*^ Himalayas, tiie China sea 
and the Indian Ocean. This accounts for the North Eastern 
Monsoon. 'J’hese two monsoons might be regarded us, 
corresponding to the Pwrua-J/efirAa and the TJttara-Megha 
of Kalidas’s Meghdutam. 

The South-western monsoon corner in two branches ; 
The Arahian current and the Bay of Bengal current. 
The Arabian current, being unable to cross the western 
Obats, deposits more than rain-fall on the Malabar 
and Kankan coasts. The centrj of IVninsular India thus 
lies in the Uainshadoiv* of the western Ghats. The 
Arabian current also supplies some rain-water to the 
Punjab and the central Provinces. The Bay Current, on 
the other hand, supplies over 80" rain-fall to Burma, 
Assam, a large part of Bengal and the elopes of the 
Himalaya-? which enjoy Relief Rains, It is also respon¬ 
sible for the rain-fall in the rest of In<lia except those 
regions served by the .Arabian current. The North-eastern 
Monsoon is comparatively insignificant so far as India 
is concerned, and gives only some rain to the South 
eastern coast of India. 

For purposes rain-fall, India cm be divided under 
three heads : (1) Regions of certain and abundant rain¬ 
fall. e.g. Bengal, Burma, Assabi and the western coast 
strips.. i2r) Regions of uncertain rain fall. e.g. Bombay, 
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Deccan, Ajmere. (3) Regions of scanty rain fall. e. 
Sind, parts of Rajputana and the Punjab. 

The economic effects of the Monsoon. 

The importance of the monsoon in the economic life 
of India can hardly be over-exaggerated in a country in 
which 90;^ of the people depend directly or indirectly 
on agriculture, and in which artificial irrigation and 
drainage schemes are still very inadequate. If there ia 
a failure or excess of the monsoon, or if mon?oon fails 
to appear or to disappear at the proper time, there is a 
disaster awaiting the ryot. If agriculture fails, necessarily 
manufac.urers also are hard put to it for lack of raw 
materials, aud also for lack of a good home market. The 
professional classes and the industrial labourers also suffer 
on account of reduced demand for their services due to 
general loss of purchasing power. The Railways also 
suffer on account of reduced traffic both of passengers 
and goods. The Government also suffers as its income 
from Customs, Income-tax, Land-Revenue, Stamps, and 
Excise falls, while its expenditure increases on account 
of famine relief. The failure of the monsoon also creates 
exchange difficulties as India’s usual expart surplus ceases 
and difficulties arise in the payment of the home charges. 

Thus the Monsoon can best be described as the nervous 
system of India, so that if the nervous system gets para¬ 
lyzed, everything goes awry. 

lU inlluence on social organisation. 

Further, the monsoon' has also affected the density of 
population in different parts of India. Population is 
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densest in regions of abundant rain>fall snob as Bengal, 
and is most scanty in regions of scanty rain*faU like 
Belnchistan. It is also responsible for the prevalence of 
self-sufficing village communities in the Indo-6angetic 
plain and the Tanjore Delta where adequate rain-fall 
made the people self-contained. In the Deccan, however, 
where people could not be self-sufficient on account of 
inadequate rain-fall extensive sea-trade existed in the 
palmy days of the Andhras and the Tamils. 

Effect on character and out-look. 

Besides affecting the social organization of the people, 
the monsoon has also affected the character and out-look 
of the people of India. An abundant rain-fall resulting 
in easy solution of the bread problem made the people 
ease-loving, conservative and disposed to religious specula¬ 
tion, while its uncertainty has made them fatalistic, as 
the fate of the people entirely depended upon the bounty 
of the rain gods. Further, the typical monsoon phenomena 
of India have also given rise to a peculiar kind of mystic 
poetry from the days of Kalidas through a succession of 
poets like Cbandidas, Bidyapati, and Tagore. It is ex¬ 
tremely doubtful whether any similar group of natural 
phenomena has so vitally affected the life of any other 
people in the world. 

Different seasons of India. 

India is perhaps the only country of the world which 
exhibits six markedly different seasons. Though this 
variety of seasons is responsible for a variety of crops 
and flowers which grow in different seasons, and also 
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satisfies the intense human desire for changes in climate 
and atmosphere, it is not without its disadvantages. .Indian 
crops get a very brief period for their full growth, and 
as such both qualitatively and quantitatively, they are 
generally inferior to their western counter-parts. 



CHAPrfiR IV. 


ECONOMIC RESOURCES OF INDIA. 


Mineral retources. 


Until the eighties of the last century the general 
opinion was that India was rather poor in her mineral 
resources ; since then, however, with the discovery of 
new sources it has been recognised that mineral deposits 
in India are sufficient to maintain most of the key- 
industries. The war in particular gave a great impetus 
to the developmept of Indian mineral production. The 
following statistics compiled from the statistical abstracts 
for British India'* for I93l*i52 would give us indications 
of the quantity of India’s chief minerals. 


Name of the minerals. 

Coal ^ons) 

Petroleum (gallons) 

Iron ore (tousi 
Silver (oz) 

Salt (tons) 

Lead (tons) 

Manganese ore (tons) 

Tin .ore (cwts) 

Diamond (carats) 

Gold (oz) 

Copper ore (tons) < 


Quantity. 


2X 71643,') 
30501 «7r>l 
1G248.S3 
5923005 
1839400 
74785 
.537844 
85104 
639 
330488 
167073 


The total value of the minerals In 1934 was Rs. 23 54 
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crores. We now proceed to giver more details about 
some of the principal minerals of India. 

(1) Coal —The Indian coal industry practically came 
into existence during the second half of the 19th century. 
jVIoat of the coal comes from the Gondowana coal fields 
located in Bengal, Behar and Orissa. The concentration 
of coal in one region has meant much hardship in the 
outlying parts of India which sometimes find it profitable 
to import coal from abroad. Secondly, Indian coab ^vith 
the exception of some first class Bengal coal, is generally 
poorer in quality. Though the Gondowana state supplies 
70^ of the total coal in India, another comes out of 
Hyderabad, C. P., Burma, A-ssam, the Punjab, Beluchi&tan 
and Kajpiitana. (For further details about India’s coal 
Industry, see the chapter on Indian Industries.) 

(2) Iron —The chief iron-areas are Singhbhum in 
Behar, Barakar in Bengal, certain districts of C. P., Mayur- 
bhanj in Orissa, Maha Balesswar and Malwa in Bombay 
and Mysore. The Singhbhum region has been described 
as India’s “Northern Ontario” by Dr. J. A. Dunn who 
is of opinion that it will perhaps prove to be the 
world’s largest deposit of iron-ore. India produces a 
large quantity of pig-iron which not only meets all local 
•requirements but also provides a large surplus for Export. 

(3) Manganese. —It is a very valuable mineral 
which is used for the Bessemer process of manufacturing 
steel as also in heavy chemical, electrical and glass 
industries. In India, this industry caqae into prominence 
largely in the present century. The principal areas of 
manganese production arethe Central Provinces 
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Madras, Bombay and Mysore. India holds a very 
important place as regards the production of manganese 
in the world market. 

(4) Petroleum. —With the separation of Banna from 
India, India loses her importance as a petroleum produc¬ 
ing country in as much as 9/10 th. of the total Indian 
output comes from the Irrawaddy valley in Burma. 
Assam, Beluchistan and the Punjab are the principal areas 
where petroleum is produced. India produces some 
•607c. of her total requirements of kerosene oil, and importa 
the rest from Russia, Georgia, Borneo, Persia, and the 
United States. 

(5) Gold. —About 3% of the world’s Gold comes from 
India. Of this the Kolar Gold field contributes 98%. Some 
<]aantity is also derived by washing the river gravels in 
the C. P., U. P. and the Punjab. The Gold mines in the 
Dharwar district of Bombay were closed down in 11)11, 
while those in the Auantpur district of Madras were 
closed in 1925. 

tC) Silver, Lead and Zinc.— As regards all these 
minerals, India loses much by the separatjon of Burma in* 
as much as the largest deposits come from Bawdwin in 
Burma. In the gold-fields of Kolar and Auantpur some 
<iuantitie8 of silver are available. India, however, including 
Burma, has to import silver on account of very large 
domestic consumption of the white metal. 

(7) Salt. —India is a great producer of salt—the 
sources being (1) Rocksalt from the salt-range and Kohat- 
mines in the Punjab, (2) Brine salt from the Sambbor- 
lake in Rajputana and the Rann of Outch, (3) Evaporation 
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of. sea-water in the coastal regions of Bombay and Madras. 
Sea-water acconnts for of the total Indian salt. India, 
however, is not self-sufficient as regards salt and has to 
import some salt from abroad. Bengal is the principal 
consumer of foreign salt. 

(8) Mica—It is principally used in the electrical 
industries, though during the war it was largely demanded 
in connection with wireless telegraphy and motor transport. 
India produces more than »th of the world’s total supply. 
The principal mica-producing areas are the districts of 
Hajaribagh, Monghyar and Gaya in Behar and the Nellore- 
districts of Madras. Ajmeer, Udaipur, Mysore and Orissa 
have also got small mica mines. India exports mica 
principally to the U. K., the U. S. A. and Germany, 

(9) Copper and Tin.— Here also India has been hard 
hit hy the separation of Burma. Some Copper, however 
has been found in Nellore and Mysore. Large deposits 
also exist in Chota Nagpur, though they have not been 
commercially exploited. 

(10) Salt-petre.—It has a good demand for purposes 
*of manure and glass manufacture. The principal areas are 
Behar, U. P. and the Punjab. India once possessed a of 
virtual monopoly of this metal. But the development of 
Chillean nitrates and of French potash salts, together with 
the policy of levying heavy export duties, has served to 
take away both the Foreign and home markets from India. 

(11) Building Stones.— Sand stones are the most im¬ 
portant form of building stones available in India, and they 
are found in the, Vindhya. rooks* Various igneous rocks, 
slates, lime stones, Basalt rock laterite and Porbunder 
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stoaie ft» othw tarifitiAB of bal]4tiit lUmot »T«l]«ble. 
India alao baa a ptomising fotare, as regarda apmeat^ 
making indnatriea aa fbo has got th» necessary lime 
atone and clay, in large quantifies at Rajpntanai Katni, 
Porbnnder, Lucknow and Cawnpur. 

2, THE PRlNaPAL AC«1CULTURAL 
CROPS IN INDIA. 

Relative importance an^ their location. 

The chief crops may be classified under two heads. 

(1) Food crops (2) Non-food crops : The latter 
again may be snbdirided under three heads. 

(1) Fibre, (2) Oil seeds, (3) Drugs and Tobacco. 
Food crops occupy 81*8^. of the total sown area while 
non-food crops account for 18'2%. 

1. Food Crops. 

(i) Rice— nice is the feeding crop of India and 
accounts for 30% of the total cultivated area. It is grown 
specially in the moist regions. Bengal, Behar and Orissa, 
Madras, the U. P, 0. P., Assam and Bontbay are the main 
nee*growing regions. «. 

With the separation of Burma, however. India loses 
her importance as a rice-ezporting country as Burma 
used to export 87^ of the total Indian exports In reospi 
years India has imported some ripe from Stem. Freneh 
Indo-China and Japan. India’s yield per acre te^m- 
paratively low. as Japan produces two dmea and'a hklf as 
ihu<d^ while Spain produces thrice as much aore. 

(iO H/heat—Wheaf Is second fiee as regards 
aemage wid accounts fov 10% of the tcabl cultivated area* 
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Itii the principal food bn tho p 60 ple,lii tlion.^P.; the 
Punjab and theN« Frontier proiincecu India ooon*’ 
pica the seyenth poaition among the principal \rhe8lt> 
growing oonntriea of the world. Before the war India need 
to export wheat bnt since the war India has steadilsr lost 
her poaition in the export market. Rec^tly, on acconnt 
of keen competition India had to'impoae proteotire duties 
to keep off cheap foreign imports. The derelopment of 
irrigation especially In the Punjab and Sind has gWen a 
great fillip to the production of wheat, while the quality 
of the grain has been mnch improred by the introdnc- 
tion of Puss 12 variety. The use of the grain elevator 
system will do mnch to help India’s wheat trade. Though 
wheat next to rice is the most important staple crop, 
India grows less than one acre for every ten persons 
compared wUh 2 to 2i for each member of the population 
in Canada and Australia, one acre for every three persons 
in France and Italy, and one acre for every fonr persons 
in the U. K. 

In a recent comprehensive survey, the Agricultural 
Marketing Adviser to the Government of India has made 
the following important observations : 

(a) Owing to defective storage large losses are in¬ 
curred each year by dampness and weevil, as well as rats 
And white ants. The total losa is, on the most conserva¬ 
tive estimate, above 300,000 tons a year veined at Rs. 2*4 
crpres. This, lose could be minimixed, if not entirely 
eliminated, by sgStematlc storage in ferto 

M instituted by ^ tn^e assooiationii at Mtdjyflbrnagar, 

(b) The nnmb^ of people who, eomidred thems^fet 
coined to take a i^rd of the cid^fidbrh wheat 
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brought it to mirket 'wid iound to l)$ oitctiiiihing, 
^ere ms • «Bd lack of the aotaaiaai in the 
marketi) which mao oecoMary to iM^lltale bminattand 
tha produce in k decent clean o(Maidition« Time 
duadvantoges are greatly miniinlaed in regulated eeaiketg, 

(e) Standardization of weighta and meaegrei, after the 
example of the Bombay Presidency, and a common system 
of oommerotal olaseddcation and deseriptlon^^these two 
measures will go mnoh to help the wheat trade* 

(d) A uniform system of price quotation ihonld be 
adopted in order to remove the lack of harmony between 
prices in different markets. 

(iii) Barley.— It is a winter-crop of India and is grown 
chiefly in Behar and U* P. On account of large internal 
demand it is seldom available for export. 

(if) Millet*-*Jan/ar and Bajra are the two principal 
varieties of millet grown in India. Millet Is the staple 
food of the rural population in Madraf. Bombay and smne 
other districts of Southern India. It is grown chiefly In 
C. P. and TJ. P., though almost to ever^* province It U 
grown to some extent There is no considerable export 
of any of the millets. 

(v) Puleee.— They are also grown largely ttomigh* 
out India and me largely consumed to all the Bfovtooes. 
Brain is the leading poise to ln<ha« Exports of pnlses 
are also eery dliidit on geeoant of hnge totosna) demand. 

iiQ Spkmr^ tog inmunetoble 'gj^ees of India 
psgqpss* eldilliSi gtogaet cardam^S* IldMnutSf dnna- 
imaiimddkrmm toe moil toM^tont Pepfter is of two 
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w)eti6it M0k ind white. It li growh in IVivin* 

e6re end the Weetem Ohttiu 

Ginger-^ie gnwn in Melabar. Snnt, V. P. end 
BengRl, Unlihe p^ipg^ It dtMi not figure miudi la export 

Cardamnn-*40 gvodaoed in Medrea Myeeroi Ooorg 
find Treraneonre. ItH exported \o U. K Arabis, Bgypt* 
Perde apd U. B« A. 

CinaiaBOB«-l8 produced in fionthern India. It is only 
slightly exported. 

Cloves—are grown in the Western Ghats, the prodnc* 
tlon being small Recently, a specialist has been appointed 
to Investigate into the possibilities of this crop 

(vii) Fruits and vegetables—India produces a variety 
of fraita snch as Hangoes, Apples, Oranges, Plums, Peaches 
and Pears anda large variety of vegetahles such as Potatoes, 
Onions, Bidhlidl, Cabbages, Oanltflo-wer, Turnips and 
Toxnatoss. ^ 

There is a great scope for the development of these 
crops, with better transport fSoilities. 

(fiii) Stigdr eatte—is princifmlly grown in Northern 
India, though in southern India very fine cane is grown 
in small quantities. Until recently India depended princi¬ 
pally upon foreign imports for white sugar, while the 
tndigenotta produptton took the shape of gttr. With the 
grant of prptaetlon t» the Indian sugar indnstry. many 
new aixga» faotqtrlia hav^ oome Into oaistense, producing 
whltsrfugaa. ^gmrfsnnwm 
In iniprbvlog ^ Ijodta dUgiHm, hddi 

throughai Cobfibatoko anA ll» 
Imperial Cteuttdl of Agidtfliytoai Beeei^^ 



Act at Hie oontnl hieial 

<kimiiiaaiit8 ta 

gtawer, at alto th« O^ttniilivMIl^ IPitMlt 
ooa tima im ca^. K»taliiot ttimi t Juadbi loi^ 
among the eane gfowtft are Ukeli^ to oogleraao^ianMt 
tipoQ the gfowen Of tngar-QKie (lor lortibar 4eiaUt, tee 
the chapter on Indian Indufl^deil), * 

« 

IL Non-food crape. 

(1) Tea.—With the exception of China, India it the 
largest producer of tea in the world. It ‘Wat in 1834 
that the first Tea*plantatlon| were made in India at the 
instance of the Eaet India Company, when the Chinese 
trade was brought to an end. Binoe 186$ Oorernment 
connections with the iadntiry ceased and it came to be 
financed and managed by Bnropeans. The largest Tea 
areas are in Assam and Bengal Uionidt some Tea is 
produced in Madras, the Punjab, U. P. and Traranoore* 
In 1934 India’s total mdpnt was 383 million pounds. 
Then. K. is the biggest market for Indian Tea and the 
preference granted by the Ottawa agreement as welt at 
the tea-restriction si^eme did much to stabilise tfeh 
position of the Tea industry:. The funds araUahle dirom 
the tea cess, which is 13 as. per hnndrsd pound of gigpurt- 
ed tea, is utilised ^ carrying on propaganil ijt 4l«onff 
•of tea in the H. & A. and in India specially#^ ^ 

(3) Oillae»i^the|iv^ aodfee ^^^haps, 
inlw^dgoadlidnlS^ 13^ 1$^ Mleaed, 

Thh ii^histcy^^|Nsi(^^ 

<hhtg, ihdm, '^vaneofe. It 

,aip)» aitn tt hu bMB 


S8 


Vfujkx wpemntm 


0 


nn^ «iid |C«iifan in 

the European tnarilEot In 1935 the Ip^iut ooifiee een 
Act was paesed prodding a land ratted hf the oeit at 
the rate of •/3A per ntit lor carrying on propaganda and 
reteareh. 

(3) Oil eaede.—India prodncet many kinds of oil¬ 
seeds snob as linseed* sesamnm, rape and mustard, 
groundnut* ooooanut, castor* cotton-seeds etc. The total 
area under oilseeds in 1933 was nearly 18 million acres 

in British India. The export of oilseeds oocupiea the 5th 
% 

place among Indian export and in 193d it was valued at 
Rs. 1365orores. Keen competition from Argentine as 
also import restrictions in Germany, France and Italy 
have adversely affected the position of Indian oilseeds in 
the export market. In recent times groundnut has made 
the biggest progress* The development of the oibcrnshing 
industry in India will do much to develop this branch of 
cultivation. 

U) Fibree: 

(a) Cotton*—In 1938—3d the total area under cotton 
was 28*d0 million acres. In 1925 the total value of cotton 
expmfs was Be. 95 crores* Since then the American com¬ 
petition as well as Japshead retaliation greatly reduced 
the foreign demgpd for Indian cotton. The Xndo-Japanese 
trade Agreemeiiff»»1lpwever, has raiaed the vidue of cotton 
exports from Bi* |0 orores in 1932 to iNk 3d'5 erores 
in 1234. 

ludimicottohUifftiBlIy 

as such is not demanded lor dn« tdecO'.ipwin %hn 
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Inifto MUm oomm|tlfi0» U trying 

to Bd«{>t Indian^ ootton to Britiidi nmnteotnring proooaios; 
while the Agrioalttiral Pepartmeat U tryhag to improvo 
the quality ol Xndiau cotton by meaiie of cvoii«braedlng* 
Certain tjipae like the Panjab-American and Madras- 
Cambodia are adaptable for spinning yams of higher 
ooant The Central cotton committee in India has been 
since 1921 carrying on a great deal of researches with 
the help of the yield of the cotton cess in order to Improve 
the quality of Indian cotton* and thereby to make the 
British Empire self-snfdoient in the matter of cotton. 
Japan is the greatest single cnatomer of Indian cotton 
export. Lancashire has been steadily increasing her 
consumption of Indian cotton since the conclusion of the 
Mody-Lees Agreement 

(b) Jute.—India enjoys the world^s monopoly in 
the matter of Jute. Bengal is the greatest single producer 
of Jute, though Assam and Orissa grow some Jute. The 
present depression hit very hard the Jute grower though 
the restriction scheme of 1935 has helped somewhat the 
recovery of the price of Jute. In 193f*35 the value of 
Indian Jute export was Rs. 10 87 crores. Germany and 
U. K. are the greatest customers of Indian Jute, though 
other countries also import sipellor quantlUes. Though 
Bengal enjoys physlosl monopoly as regards Juto sglpply, 
she does not enjoy economic monopoly on eeeonnt oi 
keen competition among Jute exporters. The Bengal 
peasant could esidly ^be ifsade prosperons^ if .mdy the 
asid of raw> Jute werO iwganised.. ' 

4k * 

(5) IndigOb—The Indigo imdewie tot taken up 
Ibyihe Butdi Bast India Ooihpi:!^ 'But it encountered 





iO 

two diffientUei. 1^, 4lH» frotiiMtSott ot IntporU into 
EsglAodtftid Fraiioo whM lasted tiS 1660* Seeoodly* 
tbere was severe eompetttiqn fIroBi tbe Sodlgo pla a ta do n of 
the vest Indies, llhe Ijlest India Company developed 
indigo plantition in India with the help of Amerioan 
plantevs. Cptil 1780 the tsade waA the oompan/s mono¬ 
poly, after which It was opened oat to the people. But the 
trade lay praotioally in Shiropean hands. Hie Earopean 
planters either cultivated their own estates with the help 
of hired labonrers, or purchased indigo from the poor 
peasants at an almost nomioal price. The cultivation of 
indigo rapidly expanded, at one time from Dacca to Delhi, 
and Bengal alone possessed nearly 400 indigo Factories 
most of which were located In Jessore, Krishnanagar and 
Tirhoot The indigo trade reached the pinnacle of pros¬ 
perity towards the close of ^e eighteenth century, when 
the price rose up to Hs. 300 per md.. and quantities 
exceeding 0000 tons came to be exported. The sudden 
prosperity of the indigo trade in Bengal was duo to the 
destruction of St. Domingo which formerly supplied a 
large part of the European xnatrket 

Ute io^Ugo planters of Bengal, however, perpetrated 
much oppression on the tenants, forcing the Government 
to interfere* Due to this interference, the main centre of 
the industry now passed to Bihar, Dpper India and 
Madms, 

tn 1807, hawaveR^ Ihe iWoduoHcm of synthetic 
in Germany at ^a^hfsW'Wde vh$ia^ 
ness the European SplSa* ^ X033-9(, 

tlw toml arm imdsr 4jhOOf(t 

ecim only, Benitll. Mwv« Criiia, the D. E« lUlins 




(6) Opiuin.-r-0i;iiYUiA wii lori&^y k' 


plantation for India. Aa China is tliO 

* I . 


opinm—the opiam oonvention of 1907 by whidh the 


Government of India agreed to rednce opium ezpcp^d by 
gradual step till in 1935 they ceased sltogetherv hiM Imvd 
hit this industry. At present is 
government licenses apd this Is pia^l^ali# copied to 
U. P. Opinm is nov exi^rted oh^ fos medkj^^ purposes 
and in 1934-35 only 61^ cwis. wsfAeS^dorlsd* 


' f ' r J _ ^ 

(7) TobnccD.'-rlt is genswally'^Heved; tlm 

• «'• ’’ » ** • ‘ 1 ^ »' y ' 

the Portuguese who tr&t intfodhsed IhO tohaeea Oi^h into 
India. In 1934-3&>-ow a 
tobacco. Madras 

while Behar, (M 8 sa,'‘B 0 inbay 4 U‘'P»:.0h^ 
tributore, Indian; Is', 'j^.-ihl^ior 

attempts are b^ng made; by;^S^^ 
to produce Thrsdl^ virlify^^^ 
valued at 
is a large " " 
being 


. Tv ‘' T>' M 
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tsmxs S€I0»01CID4 


the Pttni4b, U. P. «i4 In 1932*34 10*f mfilleii 

eorei were im4er fodder *ciepi* l!heegrto«dtiimlde^^ 
jnenti hote been eeriTkig on veaeairoltee In there direoHone 
which hate malted in the enltii«UoD of ISgypdan olotet 
and bereeem. 

(9) Riib|Mr«^It fa principally grown in UadraB. 
Ooorgi Myeore, TrOTanoore and Ooohin. In 1933 India 
pFOdnoed 14 million pounds of raw rnbber and the total 
acreage was 1*7 lakhs. Rnbber being an eqnatoriai prodaot» 
India produces only 3% of the world’s output. Before 
the Intematlonal Rnbber Restriction Scheme of 1934, 
robber fared very badly on account of general over pro¬ 
duction. India imports large quantities of rubber- 
manufacture. 


(10) CiiichoiUL--Oinchoiia is principally grown on 
government eWes In Barfeeling and in the Nilgiri hills. 
IThere are also some private plantations in Madras. The 
government has unduly restricted the area under Cinchona 
plantation In as much as India does not produce sufficient¬ 
ly for her domestic consumption, and has to import large 
quantiUas of quinine every year. Extensive cultivation 
of Cihchona is absolutely desiraHe In a country like India 
where nudarla is one of the greatest scourges, and the 
people are tco (poor to purchase qidnijie except at a very 
low price. 


1 FOREST. 

i 

Foverts foam # gictd^naMal rtgiggpe for any ootm^tT 
{m4lnliidlaspac|aiy^h^ jf as 

, l/5thof thatdfalaiuaoltXm*^oo«itb^"|i"imderf^^ 



iroiM^ 4a 

( 

A 

iJiftcItopim^MOor^^ titt^ sdl 

tnd oth^ looal tftefcori. IndUm tkiiMl 
imder Uie loUowlDg lieadi t (D ilgd, 

Bajpotaiia, BeltudiU^ii ft»d ptm <tf Ihe PimMb^ Sm 
the Balml ig the dominant ^ypt. 

(2) i^vgrgff«gn-/omto-^g|Bt in the wild ooait region* 
the Eastern Sab-HImalayan tract and Burma. Bamboos* 
Palm* Fern and Rdbber are the main prodnets o£ theiie 
regions. Here the rainfall is very hrary. 

(3) Littoral Sorest — ^prevails in the sea-coast* the 
characteristio trees belonging to the mangroTe family. 

(4) Deeidwm forest occurs in the Snb-Himalayan 

Tract* the Peninsular India and Burma* Sal* teak and 
other trees of great commerelal Tslne are availabie in 
these regions. 

(5) The tidal forests are generally found in a con¬ 
siderable part of the coastal region of India* as also in 
the deltas of its lieers. Snndari and mangrore are the 
principal trees. 


Utility of lopoit. 

Forests haye great utility both direct and MM; 
Directly they can be' described as the hand tohiden of 
agricnltnre: They proride tim Wlttint<»^ silili for 
his liTestook mkd with foe) and tMher lor lils. domestic 
consttttipiana* Graiiht iti forest Is pitMlMi rntder the 
forest Code ei^er or cm pe9Mnf ei certain fees s 
VlmMMItttial Oss^stlsiM, the growing 

el leniiei |n iMd M ^ 



'4A mai^ wxnRHiHp^ 

Us lil|tfi«r i»^ lli^ 

«««SM to ttpilSa OMCIl! ii^oiMpMMon of loiOte* 
itoother nmj^ in i«|xld|r tlii'foniit aaif^ luip oiii^tttov 

domaitio ptirpopti^ 
McUUilg IpstaiD of ImkiiiiP O0w>daop oakoa lor fool 
ptirposis iboald l>fr roplaoed hy a meral reaort to wood- 
£bio 1 « Bm too, a great doll of oo-operation is neeeSearg 
Ifotwoen Bgrioaligral, ietests and Railway anthorities* 
Thirdly, forests give rise to several industries such as 
mper ont of bamboo pulp and dyeing industries. 

As regards indirect ntility, forests render the climate 
more e<3nable, rednce evaporation, control wind current, 
regulate the taln^lall, prevent floods, enhance the fertility 
of the sol), and improve the healthiness and beauty of the 
surrounding plms. 


C^Msifin^tioa of Forests, 


Forests have been elasrified by the State under three 
he^tEips: (1) Bmrmin (2K Jhrckcted^ (3) Unelamd 
F0re»t$^ Reined Foreets are tinder the stric¬ 
test ocsodiO], of the Forest Department the State. In the 
^cBse c^^protiisled forests, the control Is very lax. The 
nimhesedtcN^iari^ere generally placed at the disposal of 
4he publieh^ ^tkrowin use, subject to certain reitrictiona 
l!!he area dndW dsmsiefleimB about S0% gflhe total area 


of Itritigh Xhdle* 

r* , . “ > \ 

.Whfest 


*< 


ii. ( 1 ) 


'fvo^ kMh 




Kltior U 

Vi£^ Bn»iqrii^ Qai^. i liifM muit^ «i MwMt 
^ intfodno^d tn CW W^tml 

Daagm of delbfo^tlmi. 

The dangers of reckless defoa^statlon are idready 
peering in the horizon. They seem to he most pronotmced 
in Bihar and the United Provinces. A recent Govern¬ 
ment Press Note declares that that the foresta of Cbota 
Nagpnr have fallen to the axe of the aborigines and that 
food crops have supplanted trees. The same propess has 
been going on for years in the Gaya and Bazaribagh 
districts and it is pointed ont that there is real dancer of 
(^^rt conditions settling in these localities^ What the 
cultivator appears to be unahie to reaUpe Ihthit this sort 
of ^poaching* vdll eventually recoil on hiaiselft lertorests 
on the hills act ai resorvclts el ireter and -edth their 
disappearance, the spfiisgi and streanm dry Up end FleldU 
in the plains lose their sentee of mtdstUfh* 

^ "Similar vandalism has aiso l%en jperpetrated 
Agra and Etawah regions of the , Where desei!e,,j^j^ 
are slowly oustine mepA In ether parts 
India, the wantoh desMmPtioai tlmlferltMMM 

in large-scale dOoAir 


*u 
tv * 
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WGUboritlef vt mure el ibeteigevaiid tire mlto wfr 

ooiMldetfaigeobemellorftmoieedeiillfioeos^tteieC teaitf 

iithewover^fthopelalieiiiteef BoiviMyliat elcetdr gbee 

♦IwarteoiogleidiBtlibriiiiti^ by ranid&g leoeeMitilly 

her'^agri-foxetiry** iobcmemthe Kait Natik dietriet ^ 

thtPreddexioy. Here Hmd in **oloeed’* loretii ie granted 

tree of ckarge to the needy for onltivation <m the condition 

that the settler grows forest crops in certain specified areas. 

The scheme was laimdhed about for four years ago with 

the dual purpose of helping the unemployed and 

re^afforestation, with only ten unemployed men and a 

hundred acres of of land. By last year the number of 

workers rose to 800 and the area of cultlTation to 700 

acres. Such a scheme, if adopted elsewhere, is bound to 

succeed* It has succeeded beyond expectations in America 

where deforestation converted large fertile areas into 

deserts. Under the Sooial Security Act of Presided|r 

Roosevelt, thousands of unemployed men are successfully 

employed in the preservation of America's Forests. Already 

000,000 areas of forest land have been cultivated and 

nearly 300,000,000 trees planted. It is to be hoped that 

under Froiindal Autonomy the * different Governments 
■ 

will, withemt mueh loss of time, take up in earnest the} 
task of fordid preservation upon which the future of India 
so vitally depends. 

Forest : RnneoDs lor its imUleQiutey. 

Although has get vait ateap ntider forests, hsr 
* ineemp from thU stiiieelhil^^iidy The 

51, <D Goi^- 

^ent and ^ ngitidi iho 

^ w 
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(9 Hi* SAstit 

S^lTfioe, trhkl^li f0far powl^r MiM nMtt 

4if tla»i irUk tfa» «ic|Aoi^^ 0{tli6fMMl4w!i^, « 

(d> t|f ^afM|wr4/(i0iIf<<i9 tor los^ pO0^Nia« 

The elet^ast and atream ^ater are the tiro eottincna 
means of transportation* But the eleplwot Is sat iTailaldA 
eterywhere, and mmover* is very eoitly* Stream water 
again gets dried up in some months* and moreover* a great 
deal o£ damage takes place on aoeonnt of oollifdon o£ 
timber with stones and bonlders with whioh mountain 
streams are generally associated. The possibility of bnild- 
ing roads and Hope ways should be fully explored. 

(4) Lastly* the absence cf proper (sffbreetation. Trees 
of real Commercial value remain soattered, so that large 
scale exploitation becomes impossible. The Forest Depart- 
meat should pursue a policy of afforestation in order to 
secure full benefits out of Indians Forest refioiiroes* 

The Royal Commission on Indian 44griciiltiire recom¬ 
mends the appointment of a Forest tJtilisatlon OfScer 
who will be entrusted with the toiliUsatlon and develop¬ 
ment of forest industries* Beckleis destroeHon of forert, 
which prevailed in the early days of the British Rale ca& 
have nothing but unde^rable effeots upon the OotliOtfy*iS 
economic life. A systemaUo policy of forest conseMlien 
along with imagio^veexidffitaUjon is lOl that 
to secure for India the weal^ w|tl^ Ifature hiks jtven her 
through her enerm^ forest maoniees. 




OSA^tZB T. 

I. soqial organization.. 

> ^ 

Iiiffiieiice of focial iitsliltttlofii%oii eomomic aetivit)^ 

The ecoaomie aetiTlty of every eountry is moulded 
by its soeia) end religlone inetitations quite as much as 
by Its physical eniirouiPent, with this difference that 
the one is variable while the other is constant. Social 
and religious institutions not only predispose the mind 
as regards economic activities but also are largely res> 
ponsible tor the creatibn of opportunities through which 
Individuals might seeh their own economic salvation. 

The caste syateiii: its origin. 

In India the Hindu caste system is the most important 
social institution. A caste has been defined as a ‘collec* 
tion of families or groups of families bearing a common 
name which usually denotes or is associated with a specific 
ecoupatton; claiming commonr descent from a mythical 
ancestor, httman or divine; profetuting to follow the same 
calling, and regarded by those who are competent to give 
an opinion aS-lorming a single honmgeneus community*. 

The origin of Jthg oaste system is Affouded in mystery^ 
Barnes Mill held that the eatte system snu miginated by 
spine matured leadsr ^hp jforesav the advaniagea of a 
symeamdcdiriidonotlatKm^ Aemttng h> A^nart *oagte 
is the normid develoi^tnentoienshmt Aryan insittutions, ; 
which A;siimed this to edapi them*; 
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m 1 v 89 to ifao oond^UoDf with which they omoo in ccmtact 
in IndlA * 

Whatever the ^emliits of troth in the different theorlee, 
they most ho legerdd^ iS extiomely bttdoqoste in ns mnd^ 
as they do not ex|>lahi the extieme rigidity of the later 
efolotion of the eaite system eompared to fU original * 
floidity. However, for porposes of l!eonoiiiios» it is not 
necessary for os to ascertain exactly the faetors that gave 
rise to the caste system in its present rigid form. We 
most accept it as a giTen fact, and then analyse its 
consequences. 

Merits of the system. 

However glaring be the defects of the owte system 
in its present frozen form it most have some solid survi¬ 
val value having regard to the vitality of the system* 
The original division of the Hindus into three upper castes 
corresponded to the three broad divisions of human nature 
iteelf, namely, what H* G. Wells haa called the pH«8% 
persona* the nomadic personat and the peasant persona^ 
The fourth class, namely the Sndras, coniisted of the 
demoralized native population who could be Utile more 
than servants to their new Aryan mast^. Viewed In this 
light, the caste system mis(hl be said to possess an elemeot 
of universality about it* It represented the working of 
theprincipieofdirision of labour and promoted equation 
between function and eapaelty« 

H'^serred as a velMei^tlieb(««m 
oebmdUriTaiciUandda!i^ diffemiil oeospatlotis. 
feather dnhialiattQtfy Mght bisei)fvl0liiiaon who 

«Mf to Ml VMMMsr. Tto 
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marrellotis perfeetion reached in lome p£ the Ijadian 
indnstriea and orafta in the Ancient and Medieval epoohi 
was at least fxartly dne to the caste syttem. 

it solved the bread problem for the people 
as they had their respective occnpations present before 
them together with the necessary tn^ing facilities. 

FcwrihlVi it helped to maintain the purity of the 
stock in these tronblesome days when India was flooded 
with the snccessive streams of invaders. 

Fifthly^ it was perhaps the only system tinder which 
different races and cnltares could exist side by side with 
a spirit of Oommunal Fellowship, as different castes under 
which they were included were complementary to one 
another. 

**The caste organization is to the Hindn his club, his 
trade union, his benefit society, and his philanthropic 
society**—(Low). In the villages specially, the caste fulfils 
some of the functions which were discharged by the 
trade end craft guild of medieval Europe. It ensures the 
proper training of apprentices, fosters good feelings among 
the members of the same oaste. occasionally serves as a 
court of arbitration for the peaeefid settlement of petty 
disputes, metes out punishment to the violators of its 
mandates, and in some cases even determines wages and 
' prices and has a demoralisiDg ininenee upon every one. 

Cnste and guild Compared. 

Certain wrltetl bate tried to establish a parallelism 
between Uie Indian caste eyslem and the fluUd 

SfCtem of Earope. ^ imalogy, howersir^K jhr 'ikty* impsr* 
fMk tlw« no <lM 
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«9 ostsT^ers could be fnchided witliis « goUd Sabjeot to^ 
certkla eonditlose* Seecndly, the gallds wte volaxitsry 
assodatlone whldi the osste is definitely not 

Detente of the Syetem. 

Whatever might be the merlte of the oaite syeiem in ite 
prietioe vedio form, eertainly its oomplioeted etmeture in 
the world today has lost all vaUdity. fDiere have been 
infinite snbdivlsone even within a partioitlar caste which 
serve to vivisect the entire Body Politic of Hindu India. 
There can be no final economic salvation for India unless 
she is politically Free. Yet that political freedom could 
not be achieved so long as Hindu India remains a house 
divided against itself. 

Secondly, the caste has prevented the equation between 
‘function and capacity. The son of a Brahmin is not neoeE- 
sarily of a priestly mind. Yet such is the rigour of the 
caste syetem, he conld not follow any other occupation for 
fear of social ostracism. Labour and Oapital thus tend to 
become immobile wherever the caste system remains 
strong. Some important trades remain in inefficient and 
illiterate hands as the educated upper classes* are debssfred 
from joining them. , 

Thirdlyt it is an obstacle to large sctJe production. The 
necessary volume of oaifital and oo-ordlnation of difleignt 
tij^pes of labour by which alone lutge scale bnelttess is 
possible is rendered impossible by the division of. people 

istlo so many watsf-tilfiit oompartments. 

•# 

Oasta syalpm has prevabMihe appreoia- 

The so called 

nvpsn {tare alwOyiloolEeddiOfmnpo&ffil hind of 
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maniial labour as fit only ioriho Sndras. Tbe tmlt baa 
boen the orererowding In the so*<ailled reipectahle 
professions resulting in huge unemployment figttres. , 
FiftUy^ tbe endogamons system of marriage lenjoined 
by the easte system has also resulted in racial deterioration. 

£as%, the caste system has destroyed the sense of 
equality among the people. The upper castes suffer from 
an irrational superiority complex, while the lower castes 
suffer from an inferiority complex. 


The present position. 


With tbe impact of western civilization, however, the 
caste system has lost a great deal of its old rigours. The 
caste no longer indicates one’s profession or calling. The 
break-up of the old self-sufficing rural economy brought 
about by revolutions in transport and industry has* 
compelled people to resort to all sorts of avocations 

irrespective of caste mandates. 

«•' * 

The British system of education which makes no dis» 
iinction betw^n caste and caste, the British system of law 
which metes out equal treatment to everyone, and above 

the throwing open of all state employments to every 
caste accompanied by special encouragement to members 
of t1be BO called Depressed classes,—all these factors serve 
to undermine, however, imperceptibly, theTery fonnda- 
tions of the traditional caste system. Among the students 
ipe^dally, caste restriotiems have practioally lost ill force* 


In Hostels, Bestinitants, and Garden; or partiest 

^ ftm^ortho^.TaldlcPrah^ 

urith frietid pqe^bly ibidon^i^lo 
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'With npidtf dwindling &Uh in old eostomfl •ti4 roitrio* 
tions* tho iooreailng tonsion of tho itrnggle for mem ex- 
iitenoe* the growth of lorge towns aod cities where men 
are honoured and reapeoted more for their ridies thgn 
for anything else, and lastly, the onward march of Uie 
spirit of democracy which refuses to distinguish betimn 
man and man,—all these elements serre to disintegrate 
the old, rigorous caste system. 



2 . JOINT FAMILY SYSTEM. 

Origin of the institution* 

^anade pointed ont long ago, in India the 
Ihe indif idnal is the economic unit and 
the joint and undivided family, **Thns 
together several generations with 
DliRm^Hn^ting a single house hold*'. The 
in food, worship and estate.' It is presi'^' 
the eldest living male member who is the 
<mstodian ^he interests of every single member ; thongb 
generally the females have also got a head, who is the 
eldest living female. This system came into ezis- 
tenoe on account of variods causes, both eeouomio aud 
racial. The joint family patriarchal organisation of Indih 
introduced by the Indo-Aryan invaders has a close ziiem- 
blanee to similar institutions among ancient Greeks and 
Homans. It carried ibrward Ihe spiritual tiadiridna of 
the pertioulai! family presided over by a pastSoiilar deity* 

System ihiis barns hito sslitenoe ont account of 
klni&lp» rellid^ boouI traditions and eeomcile oondUioni 
of thsse dasi*, day howavar on acmat of new sorial 
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ju9d economic conditions, this system is in a state o( ^ 
integration. 

Merits of the inatitutioii. 

Whatever be the demerits of the systemy it must have 
potsesEOd some solid advantages as otherwise it could not 
have stood snocessfnlly the test of time. 

Firatt it rendered living comparatively cheap, as 
under separate family system a great deal of domestio 
items is unnecesearily multiplied. 

Secondly, it provided for comparatively large scale 
Farming and therefore for some sort of divison of labour, 
as the lauds were not divided according to th^ Hindu laws 
of inheritance and snccession. 

Thirdlyt it provided a kind of natural insurance against 
Sickness and death. Jf« single member died or became* 
disabled, it did hot make much difference to the lot of 
the survivors. 

Fourthly* It tended to develop the ideals of service 
and sacrifice as the individual members merge themselves 
completely in the family system. Thus as Dr. Mookherjee 
has pointed out, **the joint family system based upon the 
virtue of affection produced that peculiar socio-co-opera- 
tive outlook in the Indian eoonomic organisation which 
contrasts so favourably with the aggressive individualism 
of the west.* Hie joint family system Is the only record 
Of oommunirai in praotioe though ,lt was oouffned within 
narrow limits, 

Demarlts of thu institiitfoii, 

Tba sy«t«u, however, lias reviaM wamf serioui d^ 
leflti: 



JOm FAHILt STSTBV 

it his «iiooiirgged idleness. Wlmn every member 
is essnred of gatiHng » subsistence aoeordingto tbe general 
standard natnially he does not feel much in*oeiitite to 
work hard. 

Secondly^* ii made the people comptllsorily etay*at* 
home in the interests of family unity. It thus killed all 
enterprise and the spirit of adventure which U the key to 
the great economic progress achieved by the west 

Thirdly^ it led to the dissipation of Oat^tal, as the 
individual had to place all his funds in the family chest, 
and thus no Capital was available for starting big business 
or for improving them. 

Fourthly, the system gave undue power to the family , 
who from his old age was likely to be unsympathetic 
to enterprise and liberal ideas It thns served to reinforce 
the forces of conservatism, thereby hindering social and 
economic progress. 

Fifthly, it encouraged Jealousy and bitterness among 
different members of the family as their contidbutionS 
were unequal, while their share was equal* ^ AU the forces 
of petty narrowness thus obtained a fresh impetus. 

And iMtly, it has Induced a fatalistic turn of mind on 
account of the paralysis of the individual spirit. 


family system. 



Whatever be the relative merits 4emeiltli of the 
JdntlmaUy Mltutitm,‘tberem b# no 4N)ttbt that 
tnsldtntion is visifdy 4>reaklng douA akte the Impact 
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of Tirloiis foroof. Dr. Badhakamal Mnkherjee bis bbserr* 
id tbit tbi nrliest blow to the instlttitio& ouni from tho 
rise of Buddhism which questioned the smotity of Msmi’s 
Code of Ethics from which the Joint fhmUy system deriv* 
ed its main theoretical support 

t 

Bat the greatest challenge to the Jodnt family system 
has come from the implications of modern life. 

(1) Tn the first place, the development of modem 
transport facilities, which has helped to kill many of 
the old family cottage industries, has also facilitated the 
break-up of the old Joint family system. Many members 
of the family migrated to the factories and towns where 
they could get an employment. 

(8) Secondly^ the necessity of giving proper education 
to young boys has compelled many guardians to send their 
wards to the towns and cities. These young men, getting 
accustomed to oity life, never felt the intensity of the old 
sentiment later in life, and the exigencies of service life 
accelerated the process initiated by the early student life. 

(3) Thirdly, the whole spirit of modern education 
tends towards the growth of individualism and the Hindu 
laws of inheritance and succession serve further to 
strengthen this individualist spirit. 

(i) L^sUy, modern ideas of decency which require an 
increasingly higher standard of living, hli^ expendltnre 
on the ednostlon of children and the manriage of daui6it* 
erSf also militate against the oontlmiaiioe of large Joint 
fimilies where equal treatment must he meted out to 
enryone. 


V 
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CoDcIttdiitg OliierrAtloitt. 

^ ladU ii fast approaching towards, for the ahore 
mentioned oanses^ the separate family system of the west 
Time alone ^11 show whether India stands to gain by 
the pursuit of rabid indiyidnalism. 

In one sense IndiTidnalism has already been mnoh 
discredited in the western world. The growing feeling 
for communal ownership of many kinds of property 
and of agents of production seems to confirm the view that 
the time-honoured joint family system among the Hindu*, 
if only it conld be revitalised by the purging of some of Its 
flagrant evils, perhaps represents a superior type of social 
organisation, embodying the virtues of service and sacri¬ 
fice, to the western conception of &imily which has releas¬ 
ed all the forces of selfishness and gross materialism. 

3. THE HINDU LAWS OF INHERITANCE. 

Mitakshara and Dayabhaga Systems. 

As Seligman has obserred, the iDstitntion of private 
property has got iham stages: Commun^ property^ 
Joint family property, and individual private property, 
India is still in the second stage, though the transi" 
tiou to the third stage has already begun. At first the 
head of the family was the sole manager of the property. 
When the questions of alienation arose, two eopflioting 
theories wets propounded by two leadlog commentaries 
on Hindp law* Mitakshara and Bayabhagai The latter 
prewdls Bengal, and the former in ethm* parts of India. 
There ere differences as regards ownendrilt Under the 
DeyyahiBa systemf the Isther Is the^ sole owner during 
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hJii life timB. Under the lystem fiither 

end eons are Joint ownen* 

Again nndSr Mitakshara system there can bo no 
InheritanoBt as the death ol a member makes no ohacge 
In ownership* and property remains nndWided unless 
partition is inedsted on. In a Bayabbaiga family, however, 
there is inheritance whenever a member dies. 

Property rights of Hindu women. 

According to Hindu laws, women can not inherit any 
property, unless it is a Stridban property specially 
endowed by her husband. But women inherit life estates 
which they hold in trust tor the next male heirs. The 
Hindu law of inheritance Is based upon the pinda theory, 
so that absolute inheritance passes only to these who can 
offer Findas for the spiritnal good of the deceased. 

Mahomedan law of inheritance. 

According to Mahomedan law, the owner whether 
mete or female enjoys absolute right in his or her pro¬ 
perty tor the time being. Further; Moslem law recognises 
a large number of heirs, Hot only sons, but daughters. 
Intents, wives or husbands of the deceased are all entitled 
to some share of the property. Thus, under Moalem Lawv 
there is an even greater subdiviMon and partition of 
property than under Hindu law, 

Economic offecle of Ae law of Utoiilanco. 

_ jp 

We now proceed to trace the eoenomle cffeets of these 
kwe. The result ahdtv.bdth Aese ndmcds Is h general 
^diiseiidneUoa of pmpc^.idlsooshet^gidieatnli^^ 
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lluuit fiteit dlffierexuses tA weilth at6 pttmateA from 

S^ficndly, it eiiitum a rdril Booiety omtilat^ 
independent peaiant fvoprietors. 

Finally^ it giirea every one some start in life 'whioti ta 
not possible in eonntries governed by laws of prlmd* 
genitnrob Keveitheless. tbere is a dark side of tbe 
picture. 

JPirs^, it prevents the acoomnlation of Oaj^tsd wbldt 
again has hindered the development of large-soala 
industries* 

Secondlyf it has reenlted in acute subdivision and 
fragmentation of agrionltnral holdings which has been 
one of the greatest corses of Indian agricoltnre. 

Laatlyt it has promoted the legalistic spirit am<mg 
the Indian masses which has meant the rnin of many 
families. If the law of primogenitnre perpetuates only 
one fool in the family, the Hindu laws tend to perpetoata 
as many fools as there are heirs. The great part played 
by the younger sons of England has no counter-part in 
India on acconnt of these laws. 

4, INFLUENCE OF REUGION. 

To wlial oxtent is reUgioa reeponsiblolor india'i 

poverty ? 

It has been said that the poverty of India Is due to the 
domlosode of the ascetie ideas and of Urn other worldly 
ftl^ae taioined by Indian raUfton.. This iskmurf, hoev- 
ovest ^ iMt supported by osine of IndiaV 
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htitory. If India prodnoad great religiona thlnkem in the 
past, she also produced great Empire bnildm merehante, 
and colonisers. History tells ns that India was looked 
upon as the golden orient by the rest of the world* in the 
ancient and medieral periods. To-day, we find great 
monnments of arts and architecture testifying to the 
great interest India took in things mundane. The causes 
of the fatalistic pessimism which peiyades the Indian 
masses to-day have thus to be sought not so much in 
Indian religion as in the heartless conditions of exploita¬ 
tion and tyranny under which Indians had to live both in 
the Moghul days and also in the early days of the East 
India Company’s administration. Moreover* it is incon- 
oeivable that the ordinary masses should be so much 
infiuenced by religious ideals as to neglect the pursuit of 
wealth and worldly comforts if it is other .rise possible. 
Partial Elements of truth in the old view. 

Nevertheless, there is some element of truth in the 
theory as India’s best men have systematically turned 
away from the path of material aggrandizement and even 
if some of them did not turn away, they certainly never 
adopted unfair methods of exploitation, a scruple hardly 
shared by the enterprising spirit of the West. In this 
respect, however, the impact of the materialistic civilisa¬ 
tion of the west is lessening the hold of religion upon the 
Indian mind so that in future religion can no longer be 
blamed as the cause of Indian poverty even if In the past 
it did some injury. 



0HAP1?ER VI. 

PROa£M OF POPULATION. 

Aooording to the oeDVoe report ot 1931 the total IndlaD 
population was nearly 358 millions in that year, com¬ 
pared to 320 millions in 1921. 1 hongh territorially India 
is half of U.S. A, her population is thrioo as large. India’s 
Popnlation forms almost l/5th of the total population of 
the world. 

Factors determining density of popidation. 

The density of population, i.e., the number supported 
per square mile depends largely on the external environ¬ 
ment and its utilisation. Thuc, climaUij poliiieal aeeuriiy. 
the prevailing standard of living, and Boonomic roMUreeB^ 
degree of tainfall, nature of the soih configuration of the 
earth as well as the stage of economic development govern 
the density of population. An agtioultural country can 
support a larger number of people than a pastoral one, 
while an industrial country can support a larger number 
than an agricultural one. 

1 

Density and Prosperity. 

On the other hand, we cannot infer any degree of 
Igosperity from'any given deniity. The U. d«A. and 
Egypt, for instance, have got the came low dengUy thooidi 
the former It ineomparably more prospsroiui than the* 
latter. Sittiltdly, the density of Bengal approaches that 
ofUnglandljbat that does not mfaii that Beng^ if an 
presperoaa as AsgLnd. We now proceed to^'hidieate tha 
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^titribution of the totil population of Indb into different 
gronpff. 

Diafaribution of the poiiulatioii acoondiilg to 

Tariont leata. 

Acmiiing to religion —Of every 100 personi in 
British India 68 are Hindus, 22 Mahomedans, 3 BuddhistSf 
3 Animists, 1 Sikh» and 1 Christian, **of the remaining two 
*~One is likely to be a Buddhist or a ObrliUan and the 
•other most probably a Jain/* It is clear from the above 
description that the Hindus are an overwhelming majority 
taking India as a whole. The Moslems form the largest 
single minority. The distribution of the population is 
such that the Hindus predominate everywhere except in 
the North-west and the North-east of India. The Sikhs 
are practically confined within the Punjab while the Jains 
are confined to Bombay and Baroda. 

(2) Aeeording to occupation.—Agriculture accounts 
tot 65*6% of the total number of workers, while Industries 
account for 10*38% of which only 1*3% are engaged in 
organised industry. Ilie administration engages only 1*25% 
of the total number, while the remainder are supported by 
dothestio, misoellaneous and unproductive occupations. 
11% of the total population Is urban while the rest is 
tnral. 

It is significant that while in, India the.Crhan popa- 
Iftioa Isjfiat U%,'inl'ranoe it is 49%^ In Ncarth^n Ireland 
In Canada 53yZs m tJ. 8. A. 36*2% apd In 
iapd Wales 30X- The pimmden&t wal ties Sf ffie 
oi India Is onlg nnother Indleetlsa of tito Jdb 
ywandi. ^ the m Hrfaanimttsn 
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didpe&ds prttou^F «PQQ tbe Oeftiopment ot ipawtry* 
tradtapd tranrport* 

(3) Avcordif^g to ««£.•—Proportion of femaloi lo omF* 
thoQwmd males is 940. It is only in MadraF*. Beliar and 
Ocisaa that females ontonmlyeir males, A oompaidecm of 
the age-group in India with that of other adtanoed 
conntries reveals the following foots. In the youngest 
group (0^10 years), there is a defioienoy d! Females in 
India compared with males: For erery 100 Female 
children there are lOS male children bom, but from the 
age of 10 and specially after adolescence the death rate 
among females shows an excess over that of males, 
contrary to European experience. The explanation is 
to be sought in oertiiu social practices; such as, the 
purda, child marriage, and the deliberate neglsot of 
females by Indian parents themselves. The deOeienoy of 
females is particularly marked iu the big towns and dties 
which never fails to affect the health and morals of the 
workers. The percentage of female workers to the total 
ndmber of females is 25 In India as agalnitt 26 In England 
and Wales, 39 in France and 18 in TJ, St A* The hdidt 
percentage, however, is more an indication of the genaral 
poverty of the masses than of their enlightenment. 

(41 Aoeordtng to (igi.**~Th6 age distribution of the 
popnUdion of every oonntry can he exhibited in the lorm 
of a pyramid. In the case of Indfo the age pyisunld has 
the hroadest base of all countries owing to the ^idih" birth 
lateJ 

lahe pyramid, howevei^ iapeeii Igepgdfis »dnt mdim 
idhiitg fhim in the eaee of ille«hM^,dhhn^ indkwtliig 
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the inferior loogerity of the Xndian poimlilSiOO^" There m 
teletirely very few people" in India who lire beyond the 
age of 50 Again the oommonly acoepted limite for the 
working population are beteoen the agee of 15, and 60 or 
65 in Europe bnt in India the age-limitf are 15 and 40. 

The eioeasive mortality among Children must also be 

♦ 

reflected in a smaller number of adults some 15 years 
hence, while the death of adnlts during the reprodnotive 
period of life most also resnlt in a smaller proportion of 
children. 

The birth-rate in India. 

The actual size of a country's population depends upon 
natality, mortality and migration. In India migration is 
a rather unimportant factor in as mudi as large-scale 
emigration is not possible on account of the hostile atti¬ 
tude adopted by other countries, esp. Empire countries 
towards Indian immigrants. As regards birth rate and death 
rate, India occupies a position of unenviable pre-emiuence 
among the civilized countries of the world. The annual 
birth rate and death-rate are among the highest in the 
world, bring fl4'd and 24*9 respectively per every 1000 
popnlCtion, 

The cause ef Itigh birth in India. 

The factors wtUrii help high birth rate in India can 

be susuned up as ^ows: 

(i> Briigions inlmictionB. 

(b) Warm climate leiding to early imbeity brih of 
boytand girls. 4 

(6) Low standard cf|rii&g Cnociiriigirilfany yadbbif 
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ii«dbriQPiiim iiMn Wmim 

tlM «0oxioiicilo toltapito teitittgn* 

(5) €r6iiei«l laokdf Imowledgd 
o£ l^rth-eontrolf 

The (iictm whkh f«tftrd higli 

(1) Lawer fiMmodity of Indtaii ^^omn mapicad to 
their Enroi>eaa ilatetB. 

m 

(2) Prolonged lactation, Brea8t*feedihg« eontiiined for 
a long time, impairs the fertility of tromen* 

(3) Hypergamy. KnUnltto and the learoh for a groom 
higher up in the caste ladder aote as a great obstacle to 
marriage. 

(4) Loss Tltality on account of prerenUhle dtseases. 

(5) Prohibition of widoar remarriage. 

(6) General raising of the marriageable age in the case 
of the educated classes* 

(7) Growing popnlarity of birth*ooiitrol among the 
educated people. 

We now proceed to disouss the abote<pirint8 whldi^ 
favour or retard high hirth-nte in India. 

A high birth rate and a high death rate usually go iofetherK 
The birth rate ot a oeuntiy depends partly upon itk soeilduna^ 
toms and partly upon the natural fecundity Of the peui^ 

India mamage Mxd children are ooaliMtreligieiianieeiaiiy. 
A Hindn male must mm and beget children to perlsi^ hie 
funeral rites lest hie Spirit should wander usMU^ ^ the 
waetc*sdaces of the ee^. A ^indu «t 

puberty Is (^uoei»tohlotuysoli»r*|||^ and ihau- 

ttericmtiehnriniocstois.!^ « 
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Among 3iM(uiw4«n0 «iid Animiill ilMfih «oiglmM 
oliiigntioDfl tt« wanting, cairly marriaga la acinallf oommoib 
The Inatitittiona of the Joint lamUy further eneontage 
it. Soonotnio oonaideratioiii xaHier than retarding matitiage 
aa In the weat, actually iwomote it among themaaBes 
beeaitie t3ie arife ia a neoeaaary as a fao^hold dmdge, and 
eyen helps the hnaband in ontdoor work. The ohUdren 
•re also an aeaet because they can be put to some kind 
of work at a tery early age. and thereby made to pay 
their way. Of all oonotrieB India has the lowest propor¬ 
tion of unmarried for both sexes. Child marriages are 
common despite the Strda Act. 

Islam : the more prolilte race. 

The nniyeraality of marriage however, is somewhat 
offset by Hindn prejudices against widow remarriage. 
The most prolific races in India are the aborigines. Islam 
y domes next, tho m^ oanses being comparatiTe absence of 
eOrly nSarriage which impedes the fertility of Hindn girls, 
greater frequency of wido^l^arriage, absence of hyper- 
gamy and caste, and morsl^OtriUong diet. In this con¬ 
nection we can refer to Spehw's explanation that 
organisms multiply in inverse ratio |o the dignity and 
^ Wsth of indifidual ll[le. Ou^ high Mility therefore 
is an indioadon of the primitive «tate of Cul society. 

^Tho Death fsiio In'hriiii* 

^ high fold is in l%e hist resort 

be^isrly 

' Thd f |Se}0 *li) lhti^ndlsdd*6d 

II iisii!^ di'tl in Xndlib^ 
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26*50 l(^ iNldla tnd 52*58 lor* ta|)ilk6« 
The ezpeclttioxi Of lifo ^ Bhiropeah eeimtiite W hfeii 
ehowing a decided Imororemeut on aoocmit df hetter 
nutrition Mid sanitatton. In India, howcTer, no Imfro^er 
ment ia Tieihlei The two ontetanding featnrei of death 
rate in India are the high infantile mortality and thd high 
female mortality at reiTodnotlTe ages* 


Heavy Infantile mortality in India. 


About one-fifth of the children born die before they 
reach the age of one year, and the total figure for infantile 
f mortality accounts for one-fifth of the total number of 
deaths in thojcountry. The main catisss of such heavy 
child mortaJy can be summed np as follows : 

%maiurt birth and debility at birth accounting 
Percent of the total deaths. 

(2) The lack of proper diet on account of both poverty 

and ignorance. , 

# 

(3) The lack of proper* thedioi 

illness. ^ 

(4) Insanitary environipant. 



(5) Industrial employptenf #jehcther8 in the cssa of 
ihe poor and the low class i >*^0 children am left 
unoared for, and the in(^ihlste j:io hot even hiidtale to 
drug thidr children with fir oKd«rtoh«|Bf them* 

• quiet. Thus largest cl Safiia^ oems 

indml^dhlas, Ihredii)nOQO<hi)d^ 

tWbuthh 

•8081» Bimg^, 282 In 
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Aa y»A &«Te ulMdy^ ol^0dr?«d» ike aoMmg 

irdmen li Mgl^it •! tli^ Age <i5*Hi0)* Thl» 

ig due to foUowlDg oaasoa t 

tl) Cliild ngoniogo «ttd pieigMiive eonsommatlon. 
*'A lidrlf Ittgo p(»rc8&tago of YnvM diei of chitd^hiHh 
pMhi§U^ a Komo cwsiirian im/^icaHon within 10 years of 
tho oonsnmmation of the marriage." 

Lacle of proper rest both immediately before and 
immediately after oonfinement. In India the women of 
the poorer olaaset are fdl dmestio dmdges. and as such 
they ban hardly afford to take the rest medically necessary 
for their good health. Iheeri] is greatly intensified in 
the oase of the working olass women who, in addition to 
being demesUe dradges, hiYe also to work for long hoars 
in the faotories in the most delicate state of health. 

f3) Mishandling of women dating child-birth. In 
India, egoept among the relatively well-to-do classes, the 
delivery of women is helped ^ther by their female neigh- 
boars and relatives or by nntrMned dais. The lack of 
proper knowledge of the prindples of midwifery is thna 
largely responsible for the extra-ordinary female mortality 
of oar country. The remedy seems to be wide dififnsion 
of hyglenlo idsssr and above all, Imgeased sapply of 
trained nnrses ahd ifild-wlveB. 




THE mcaium 

I, fNMCtfA 
Hie Theovy ef IhHIiiiti 

Acfterdlnffto pepalatlee 0«(h 

metrical Progreojioii^ wblle toed tepidy ieereai^b;il' Axhk^ 
metrical ?rogreB8i(m. Eeece there ii a ealtind tel^|4a^ for 
population to ont-strip the available food enppl^i reehttlpif 
in over-population. Ac regards remedies MaltlmsdiftCQSS^ 
two kinds of checks, namely : 

Preventive checks and PoeiHve checks. 

Preventive dbedse-—m those restraints upon the 
growth of population which are adopted by man mt his 
own discretion such as oelebacy, late marriage, sell-control, 
birth-control etc. 

Positive checks—on the other hand, are Hatnre’s 
devices to weed out the surplus popalaflon. Such as War 
Famine, Diseases, Earth-quake, etc. 

As positive checks are not weleome iS&d may even 
have a very demoralising effect upon Iheeurviviug psqple* 
Malthus advocates Preventive cheeky in order to 
the hydra-headed monster of over-popnlation. 

Matthneiaiileni dieareilttod: The oonpggi.gf 
«i|r%h«ni popubdfoau 

M mm*t0 ui. (a 
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lition iBke|>t feMonable Ixnmdi* the inpoeperlty 
of a ooantry will be direeteaed floomv or later. Bat when 
we apeak of <we^po|nllatioat we do not mean by it exaot- 
ly what Maltbna had in hia mind. In (»rder to ander- 
Btand oTor^popnlatioa we have first to understand the 
meaning of optimnm population wlSldi has been desoiibed 
by Cannan as fcdlows :»At any given time, or which 
comes to the same thing, knowledge and ciroumstanoes re¬ 
maining the same, there is w|iat may he called a point of 
maximum returns when the amount of labour is such that 
both an increase and a decrease in it would diminish pro¬ 
portionate returns.” Thus the optimum point refers to 
that precarious point in which the total number of popu¬ 
lation is exactly in technological equilibrium with a given 
Stage of industrial arts and economic circumstances. When 
actual population is greater than the optimum, we have 
over-population, and when it is less. It is under-population. 
From the above definition. It Is clear that the optimnm 
popnlation of to day can easily become over-population 
to mmrow. If a new industrial technique is discovered 
necessitating a smaller popnlation for full economic ex¬ 
ploitation* 

With the above general theoretical arguments in the 
back-ground, we now proceed to dtseuis the problem of 
over-population Ih India* fhe problem Is a highly con¬ 
troversial one mi wo might mention at the 4Mit0et that 
while the Qovoramgnt maintains that ovsripoplpdo^n has 
^en Plaoe and Is the mabaC oausa at Im$l^ poverty, 
■idlanEeonomtofnf^uHnlhdldtiieopf^ Tho 

ifwer jpqgfulaitlon^ ma ha IsMty mmariaed as 


(1) lt«kMiiVi(fc-ntein Indi*. IK^ 

ptaamn on Ind, weecnaptnitd tv 
trial 4 aTelo|iBM:it, 4 Ntte(»pnma^^to 

r 

pbfmlfttioxia 

(^) K ^ thm tm^foiSm that death x«t« kf 
hiab hi India* the case lot OTa^p(Mlatioh ii tkf\htat 
Btrengthened aoeording to the Malthmian doettliie of poslf 
tive checks. 

Besides, the prevailing low standard o( Ufingf Dm 
growing economic tension among the masses and the 
swelling ranks ofthe unemployed,—all these mi|^ he 
addnoed as farther evidencf of the existence of over popa« 
lation in India both as a faot and as a tendency* 


Case agaiaat over population. 

On the other hand, opponents of this theory iiKahi« 
tain: 

(1) That the standsrd of living is inereaSing^tMh^i^ 
than diminishing though at a slow psoe. * , 

(2) That unemployment is a purely economie phehO^ 
menon, having nothing to do with^ Biology. 

(3) That high birth-rate U due to social aq^ 
natural causes and therefore can he ^leeked* 

(4) That hi|dx deathrmte lednetotlif 
FahUo ^atth Depaittmente asd lack ol^ 
ckMiaMMiler lehich Goysismcieiit 

India has vast he^esk 
pa^wti y exploited cna 
1b|w yqtwwtm it0k 
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Qftttciftliftft** 

jMItof It M 

0i over (fte 

lMr«i4» Tb« high ftUrih rate slioiild 

Itittokfaot 

%kct Iftfthidnal footilbe* exCQPt ammig the wy rich, do 
aftffdr ft 4 r«at deal oa aecoaat of the large Dumber of 
efaildiiftO bora* grftotioal iasne, therefore, is erhat 
alijODl4 be l^e mciedy* 


**13m^ ICtitesIftn win Advocate oelehaoy aad self-control for a 
grqat hiftcy* yhile the enge&lst sHU advocate aarriage only for 
eiiM^ a« are'ftti^yetoallyaadiaefttaUly for the propagation of the 
raoe^ ftut the HCilitheelaD makes mueh too strong a demand upon 
httmaagaatare, and the Bceeatst holds oat an ideel of collective 
good, which Indiyidnal selilsboesi will never ftocept. In former 
llrnhi, le^lielile and abortion played their pert In checking the 
gimrth of population. The eilstiog njioral and legal conceptions 
however, 4o net allow euoh inhnman praottoes. Hypergamy, Pro- 
Ineied Inetatlon, Frohibttlon of widow rtman^ge for Hindus and 
above *A lohoied leonndhy ot XsEdiasr women compared to their 
weiteiti felelem dnn to a vatlitiy cd social, «aoia} and climatic 
ICOtots,**aii« some dt the Preventive €(bsaks which heve been long 
m oparaHen. But theit mftdr<tnaoy most ho apparent to any one 
whorSmembhmthhoftv^rd maseh pf Ihdiwa pm^latlem revealed 


^ snocssiivh 

of jsw sWw ti. 
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^iiOiuoitlUFt tliti.«i^ 

'«boff«i^HikAooii toi 
who Buffer ttiOB^ tfoAk 
problem ie a f^ae <me^ imlir 
taohled, if ladia ft imK; te b<^ httf witA 
epeotre. 


SugfotM remoAet df ^r-pojpitdiui|oii. 

Besides birth*eoxifKil prtetieeB, iha ^er 

remedies have btea suggested for the raiief e| i»ver 
population: ^ 

(1) ExtoDfiioQ of etdtlvathm throni^ lifilgttdh Or 
otherwise* 

(3) Rapid indnstHallsation of the eoiaiitr$'« 

(3) Migration, internal and external* 


( 1 ) Extenaion ol miltitmtioii. 

According to the O^sus Report of tSKUt |t^4hfr(il0 
the total population of India oocixpj^ onO’lepr^ ^ the 
total area of India There Is thus a eohsMiiehla W)^ ^ 
multiplication on the remaining Chrea^i^^Ol thjjli Otitia, 
which is very spaiseli' iiopnlated** Is(f19ler^ 

observes that there ire consideratdelraets wrbh |p''dP^li|80t|^ 
populated Areas where there f s aiai»la Jbem lOr 
and ^ firlgathw ^ improved egb^B 4^W 
give invelaehle end«ta&(^ in assfe^ " 
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om>»nKiiiA««nt nr Impu n> 

Is M of Isod l^nt ^ ^9^993^ U iishm M bs 
prodtised widi tftie Ikclp of ^ ^ 

crossed 'wealth osii hs Mpetly dtshdIncUd, th$ wiMo^ 
menaeo €i o^7*popalatlo& will taoish sway IftA iftoir 
before the smishiiia. 0nfoiii«pat^y, in dP aeeovnt 
of Tsrioas ISotonu indi»tr|alliatlo& at fhe proper rate can 
not be looked upon as an immediata popdbUUy unless the^ 
Government lannoheS upon a bold'systm of planned 
economy. The past record, and the presept atthnde of 
the Tarlons Governments, however, pretdnde any such 
poasibility. 


(Hi) Mirgatioii. 

(A) Iiiter*Pro'^iicial Migration. 

It has been soggested that some relkf from over^ 
popnlation might be obtained by pomnitdtng Gie svplns 
population in the densely popnlated provitfees to migrate 
to the sparsely popnlated areas. As a mtter of fact sotpe 
migrations do actually take place to melt; the demand lor- 
labour. For example, the jute mills of Hoogbly recrt^t 
their labonr largely from the neighboaring proclneei 4^ 
Bihar^ OHssa, ICadras, 0. and U. P. Similarly^ Amus 
recm^ her planfeatUm labonr from the m^Httonring 
pmidncbsatlkrewayas But these 

eieoni«<diasniaIlswle^"*litllereh^ 

,le ^either ^ spsest^y iMIiiMM iHsbte*' 

ti^ Oh,'' tamfiln 

B U M M nWig w>a tow vtijum ot rtw i w, ** 
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^^Itoii^mvdiiiei^te of anciwt Oreeoe, aaolent Rome, and 
modeni eod other ^reat Foveta leOre foadamen- 

taUr oaiiaed hy eeoaomlo eamiea. 

In addent diaee, Xadia mn also a great oolonising 
oonatry* gnd Indiaa ooloniate migrated to Ceylon, Burma, 
Malay, Champa, JaTa, Ball, Ood other Ulands on the 
Indiaii Ooean. I^ius oame into esietence a Greater India 
trhieh ^rea Indian in population, oulture and religion. In 
modern Indian emigration began about 75 yeara 

ago* The otdgf ctountHet to which they migrate are 
Ceyien, Maky, ihO atraita eettlementr. Britieh Guiana, 
Trinidad, Jamaieev FJif. Manrhhta, Zanzibar and the 
Brztiib dominiona of Gfonlh Africa, Canada, Australia and 
NewZealand. The oharaetOr this migration, however, is 
<3ulte difMnt fmn that of lie aneient counter part. 
Indiana hoyh generally emigrated under a system of 
contract for/^ yoara to ^orh In the mines and planta* 
Uonsin,»lurn"*o*^imamge8,i^ ^tding and lodging 
.*te. 
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acquiring landed ppc^xty., A lioeiiSa*tax of £3 aU, 
Indians was also tntrodnoed, receSifig tbe jisys'la^ 

Moslem rulers. Bocently* anotbor BUI was pi^KQSid. 
prohibiting Asiatics, (exdudiog Japan ) from ODifib^ing , 
European women. The bill profobed faUfejT ii|m«iMopk ' 
from the South African Congress of ]^iai|A ^1%aadpi to . 
the intervention of Hr. Holnify^, the UflifsN df the 


Interior, who recentlf led a Sonth-AfHcan ^ 

Mission into Indla^ the Bill has been .; 

drawn, though it has been at the iisvg» ifpa# a«|i«|#d> 1 
that the objects of the iBiwUl be secured by eopibttf ; 
arrangemonm* ^ 

The '(hirerhONioBt^ of Ind^ lf#^ps an 

Abim » !««•» 0| 

Him tuqiwN* <»>• jm 
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lOnw oihfit Britiih Oolontei It imt any Mra tafibdi^ty. 
OonditiODS in Fiji ware favaalad ta be vaty naiMalaetar^ 
ty the report oC Eev. C, F« Andiewi pablMdiadi about two* 
•decadeaago. Kaeei^yt Zaneibar Itat oaine into tbe liina^ 
light by vary intuiting anti Indian Bills. In this ease alto 
the Bev. C. F. Andrewt has done mnsh to create pnblio 
opinion in ln& and in €hreat Britain against the action 
contemplated by the anthozitles inZa&idbar. The pros¬ 
perity of ^ansibar is mainly dependent Opon her clove 
iadnetry and Indians played the largest part in developing 
that indnstry. The action proposed by the Zanzibar 
'Government wonld amount in e£Eect to confiscation of 
Indian property. It is to be hoped that the Govern¬ 
ment of lodia will pnt snfficient pressure npon the Home 
Government by which elementary justica can be secured 
for the Indians who played each a large part in the 
economic derelopjmdnt of Zanzibar. 

GovemmeBt'a Attitude towards the problem of 

Indiana overseas. 

The evils of the indentured lahonr system have long 
beepme apparent to everybody in this country including 
the Government oi India* In 1916 Iiord Chelms-ford 
made the following observation in the Indian Legislative 
Council; 

**W6arenot goingto snbsdinteaaiipafdte sctbeinsrfot 
indentnmd em^tration^ bnt weam 
,9iA|hat msitten via* lib erntbpl rw* 

B/e waid to monte ihiil^ 
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In the iiapenal m eottlei^itcei oi 1917 aadl 1919. 
it was agreeii that each cooipoiiaot part mt the 
ISmpIre had the right to regelate the compo^tlter tdfits 
permanent popnlation hf meaiisof immlgmthe) laws* fmd 
that any British tehleet was en^Uedio teiaq^^oniffjr resi¬ 
dence in any part of the Britli^ Umpire- 

The above principles have thes given a handle to the 
British DominionB and Coloniea to perseente Indians. 
Thus, so far, nothing has been dope by the BriUidi Govern¬ 
ment to ease down the position of Indians. 

Conclusions* 

It is clear, therefore, that emlgcation is no enre lor 
over population in India. Bather, to an increasing extent 
we have to face the problem of repatriation of Indians 
who, for generations, have left the shores of India for 
settlement elsewhere. Neither, there is much to expect 
from inter-provln<dai emigration. The remedy, therefore, 
must be sought both In Indnitriidisatlon and In bir^' 
control. The one by tnoreasing wealtb will serva 
secure more wealth for the eonnYry. Tlie other, hf 
decreasing the growth df pdimtaito, will dhhhrt^ fte 
demand ler ephaiitenee. It hi in this twp-fcdd^eigpoid^ 
thgtIlMjgdPttooC^problemifeina^ 



CHAPTER Vn. 

ECONOMIC TRANSITION IN INDIA. 

A brief Historical Retrospect. 

I. Before the advent of the British rale, there was an 
Arcadian simplicity of life in the Indian villages. Every 
village was more or less completely self-sufficient and 
isolated. The great pecnliarity of the system was that the 
artisans were servants of the village. They got a fixed 
share of the prodace of each cnltivator in exchange for 
their services. This system ensured the preservation of 
the people of India who were unaffected by all the revo¬ 
lutions and political turmoils which passed over the 
Indian Capitals and Cities. Each village was under the 
management of a Panobayat consisting of the elders while 
there was the village headman called the lamhurdar who 
was responsible for the payment of revenue. There was 
the paiel or mondal, responsible for the maintenance of 
law and order, who was assisted by the village Chowkidar. 
The patel was also the Collector of land-revenue and for 
that' purpose was assisted by the patwari or the account¬ 
ant who kept the village maps, Field registers etc. 

Cbfuracteristica of the old order. 

Morrison points out the following characteristics of the 
old economic order: 

(1) the prevalence of custom and status 

(2) isolation of small groups of population. 

(3) preponderance Of agriculture and of a rural bias, 
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(4) imp^ect division of labour. 

(5) smali scale cottage industries carried on by tbe 
artisans in tbeir own homes. 

(61 prevalence of barter economy. 

(7) undeveloped credit and prevalence of usury^ 

(8) the absence and difficulty of transportation* 

Characteristics of the new economic order. 

The main characteristics of the new econcmlo order, 
as brought about by revolutions in industr 3 % agriculture 
and transport, can be enumerated as follows : 

(1) The growth of Economic Freedom. It implies a 
greater deliherateness in the choice of an individuars 
occupations. It leads to more deliherale eompetilion as 
well as to more deliberate co-operation, 

(2) The prevalence of contract over cueiom, and of 
competition over etatue. 

(.H) The concentration of a large number of people in 
mammoth towns and cities. 

(4) The replacement of the old domestic ey&tem by 
the new factory system. 

(5) Concentration of fabulously large capital resources 
in a few fortunate hands. Tbe gulf between the ffavee 
and tbe Have-nots is getting wider and wider. 

(6) The employment of machines and of mechanical 
power in manufacturing as well as in agricultural and 
extractive industries 

(7) Great revoldtious in transport by land, by water. 
mud by at>. 

(8) The growth of large towns and cities. 

e 
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(9) The sudden transition from local adf-sy^ffieieney 
to world economy^ 

As Great Britain took the lead in inaugurating the novj 
economic tjrder, we shall preface our study of the Eco- 
nomie Transition in India by a brief survey of the Indus¬ 
trial Eevolutlon in Great Britain. 

THE INDUSTRIAL REVOLUTION IN ENGLAND, 

Significance of the Revolution. 

The Industrial Revolution in England refers to those 
great transformations in industry, agriculture, and transport 
which, acoording to Toynbee, began in England in 1700, 
and which have since been reproduced more or less in all 
the advanced countries of the world. The Revolution 
took place, first, in the spinning and weaving industiies, 
thanks to the numerous inventions of Arkwright, Cart¬ 
wright, Hargreaves, Crompton and others. Later on, it 
gradually invaded the whole spheres of industry, agricul¬ 
ture, and transport. 

The significance of the Industrial Revolution for 
England and for the whole world has been most tremend¬ 
ous. Up to the Industrial Revolution* economic aod 
social change* though continuous, had the pace of a slo\i^- 
moving stream ; but in the days of Watt and Stephenson 
it had acquired the momentum of water over a mill-dam. 
Nor, for all its hurry, ddes it ever.r«Boh any pool bX the 
bottom and resume its former leisurely advance* It is a 
Cataract still. The French Hetolutien ooeupled a dosen 
yean at most, but the Industrial Eeiolution may yet 
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continue lor as many liim<2redl« ^creating an4 obliterating 
one form of eeonomio and social life after anodiar. 

^he greatest trinmph of the Indnstrial Eerolntion took 
place in the sphere of production and transport* Dhe 
application of science to industry was responsible for a 
fabnlous increase in output for the sale of which the 
capture of new foreign markets became urgently neces¬ 
sary. This aspect of the Indnstrial Eevolntion holds the 
key to the understanding of the fundamental nature of 
modern imperialism and war* As we shall see presently, 
the so-called Economic Transition in India, is itself the 
outcome of the expansionist policy of British Gapitalism. 

The dark side of the shield. 

The Indnstrial HeTOlntioUv however, was not without 
its dark side. In the first place, it led to the dennndation 
of the oonntryside. The old peasant-proprietor had to 
give way to the capitalist farmer who gave np the old 
methods of tillage based upon the medieval open-field 
system. The Enclosure Movement took a new turn, and 

If 

the dispossessed rural labourer left his country home for 
the undergronnd of Newcastle or the over crowded slums 
of Manchester or Birmingham. Secondly, the Industrial 
Bevolution led to untold sufferings and privations on the 
part of the woricing classes. The prevalent 
theory fttevented the state from interfering in thp ^relations 
betwe^ tiho emplpyers and the employed) wU)i t^ result 
riiat the Ibttes were ^ most systemaUeaBy ea^loitedon 
Account their helplessness. Bven women imd tdiildren 
wm eompdlfld to work lor unduly long hours for tigs 
most tritisi wogeS) The dwelling houses of labcmiup. 
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resembled more tbe sheep-cotes than the abodes of hamaa 
beings. The search for employment broke np the family 
of many of the working-class people. This led to great 
immorality among the labourers. Accidents among the 
workers in the factories and mines became not very 
uncommon, bat they were regarded with little alarm or 
sympathetic consideration by the employers. And above 
all, the hideous spectre of unemployment began to raise 
its head when new machineries began to displace labour. 
With this brief survey of the British Industrial Revolu¬ 
tion, we pass on to the study of its repercussions upon 
India. 


ECONOMIC TRANSITION IN INDIA. 

Causes of the Economic Transition. 

The economic transition in India is, in a sense, but a 
distant echo of the Great Industrial Revolution which 
originated in Great Britain. In the 17th and the first half 
of the 18th centuries, the East India Company was 
primarily concerned with the exportation of Indian 
Cottage products to the European markets. The Industrial 
Revolutiou, however, fundamentally altered the nature of 
India’s trade relations with Great Britain. British indus* 
trialists became anxious to sell their factory products in 
the vast Indian market and to purchase some of the 
necessary food-stuffs and raw materials from India. This 
task was greatly facilitated by the ^vslepmsnt £/JSdtI- 
ways in India and by the gening nf the Suez Canal 
Route. This is the most mUml feature of the Economic 
Transition in India. 
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The other important oanseg of the Economio Transitioii 
can b» enumerated as follows : 

(1) The establi^ment of Pax Britannica* The 
establishment of law and order even in the most benighted 
corners of the vast country* coming in the wake of the 
great chaos and disorder of the pre-British days* greatly 
helped the process of the transition. 

(2) Secondly, the spread of western ideas which 
brought about a completely denationalised outlook on the 
part of the intelligentsia of the country. 

(3) The immigration of Foreign Capital and enterprise 
into the country. British Capitalists came into India to 
start Railways, indigo and tea plantations, Banking and 
Insurance Companies, the Jute mill and Coal mining 
industries, and numerous other industrial and commercial 
concerns. 

(4) Lastly, the Commercial policies pursued by the 
Government. At first, the Government imposed embargoes 
on Indian manufactured products, and granted preference 
to British manufactured imports and to Bi^tish shipping. 
After 1860, the Government gradually drifted to the 
policy of laissez-faire which was also in the interests of 
the British industrial and mencantile classes. 

We now proceed to give a more detailed account of the 
Economic Transition in India. This we study under the 
following heads: 

(1) Transition In village* 

(2) Transition in agriculture. 

(3) Transition in industries. 

(4) Transilton in urban centres. 
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The Wlaffe in transition. 

The isolation and soif-snffioienoy of the Indian Tillages 
has been destroyed by the follomog factors : 

(1) Break*up of the old Village communities. 

The most salient characteristic of the old economic order 
was the existence of self* sufficing, flonvishing village 
communities where everyone had his own fixed part to 
play, and where individual justice according to prevalent 
notions, was more of less assured to everyone by the 
village Panchayat These village communities established 
a fine balance between individual and collective rights 
which was conducive to agricultural efficiency in its 
adaptation to social and geographical conditions. 

As Dr. Radha Kamal Mukherje has pointed oat in 
his Land ProhUim of India, “The economics of conquest 
has left deep marks on Indian as well as on European 
rural life. The inflaence of political authority and 
conquest in establishing thefoudah as distingoished from 
the autonomouB, type of village organisation is discernible 
both east and west....... whether by the creation of rent- 

collecting land-lords as in the Zamindari settlement or 
by the Government claiming itself to be the legal owner 
of the soil and collecting revenues direct trom the 
peasants, as in the ryotwari settlement, the village com¬ 
munities hare shared in the common decay and the 
peasantry, deprived of the protection of the milage system,, 
hare been reduced 'to indirldnal itnpotenoe.** 

(2^ AdmxfiistrAlivtt ceiitruHMillcm< The Indian 
rillagea formerly possessed a large degree of local auto- 
notny slnoe Uie native Dynasties did 'not concern them- 
selms nitii the indiridttsl cnltiratmv, but regarded the 
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Tillages as a whole as irespoosible for the payment of 
Government revennes and the maintenanoe of lOoal order. 

i 

This local aotonomy has now disappeared owing to the 
establishment of local Civil and Criminal courts, the 
present revenue and police organisation, and the operation 
of individnal rayotwari system in many places. The 
development of oommnnications has also rendered possible 
effective adininiscratlve centralisation. . 

(3) Growth of indmdualism—The corporate Hfe 
of the village has also been mnch weakened by the 
development of the sprit of individualism even among the 
villagers. The co-operative movement and the establish* 
ment of local Boards are, of coarse, tending to the revival 
of the old ideals of village autonomy, but with a difference, 
because the old isolationist policy is no longer pnrsned. 

(4) Revolution in transport.—The construction 
of a network of Hoads and Hallways has finally broken 
np the hard shells within which the villagers were confined 
and a clo3er contact has been established between the 
village and the town. 

Characteristics of the village in transition. 

(j) Destruelion of tJw self-ai^eing oharaeter of the 
village .—The village now imports from outside many 
things on acconnt of changes in standard of living and 
also exports many things to pay for those imports. 

(j^) Altered atatm of f/ts peasonto.—The position of 
the peasantry has been adversely affected in thh follow* 
ing ways: 

(a) Throughout India the undivided village oommon 
lands are open everywhere for the common use. The 



88 


INDIAN ECONOMICS 


OoTernment, far from preserving these common lands for 
the use of the villagers, have not infrequently transferred 
them to individual proprietors. The appropriation of 
village commons has contributed not a little to the decline 
of live-stock in India. 

(b) Secondly^ the creation of landlordism, the con* 
version of occupants into fall proprietors, and the em¬ 
phasis on distinction between snperior proprietors and 
nndor-proprietors, have been the result of the misunder¬ 
standing of the traditional Indian land distribution. The 
economic position of the small holder has suffered a 
decline, while the contrast between landlord and expro¬ 
priated peasants, between the increasing class of rent- 
receivers and the toiling agricnltnral serfs, indicates a 
critical stage in onr inral history. 

(c) Thirdly^ the system of individual assessment and 
collection of land-revenue has resnlted in the creation of 
an elaborate collecting agency which has added greatly to 
the cost of the administration. 

(d) Finally^ the suppression of the rights of the 
village communities has left the peasants without econo¬ 
mic support from their class. 

(3) Altered nature of thB famim. Formerly, famine 
meant scarcity of food supply in a particular village on 
account of the failure of the harvest. Now-a-days on 
account of transport development food can easily be 
transported from a place where it is abundant to a place 
where it is scarce. ^8o Ihmine means money famine i.e. 
lack of purchasing power. 

( 4) Introduction of money economy* The old barter 
system by which cultivators paid all their does has been 
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replaced by the system of cash payments. Thus, every 
single transaction in the village is oondnoted in terms of 
cash. 

(5) The \nllage po^utation hoe aleo lost a great deal of 
ite old etahiUiy and immohiUiy. The villagers can now 
■easily move, in large numbers, to the towns where they get 
factory employment This has led to great weakening of 
the inflnence of caste and status. Thus, many of the 
villages of India remind us of the doleful picture painted 
in Goldssmith’s Deserted Village. The most lamentable 
feature of this aspect of the village in transition is the 
emigration of the landlords and the prosperous middle 
classes from the village to the town, 

Transition in Agriculture. 

The transition in agricnlture has got fonr features des¬ 
cribed by professors Jathar and Beii as follows : 

(1) Commercialisation of agriculture. 

(2) Creation of the landless proletariat, 

(3) Increase in subdivision and fragmentation of 

holdings. *. 

(4) Scarcity of rural labour. 

The commercialisation of agricnlture was due to two 
causes. 

(1) The Indian ryot ceased to produce for himself or 
for his neighbours from whom formerly he obtained his 
other necessaries of life. The peasant began to'prodnce 
for the world market and thus he learnt to think in terms 
of cash. 

(2) Agriculture became more the wodc oC specialisa¬ 
tion in the different regions of India. Thus Bengal 
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fipeciftlised in Jate» Berar In ootton* 0. P. In oilaeeds and 
the Fnnjab in wheat, the other aipeots of the agricultural 
transition we take up later on when we study Indian 
agricultiure. 


Tranaitipii in induatries. 

In the old self-snfdeing economio order, there were 
many rural and urban crafts which ministered to the 
wants of the rich and the poor alike. The Indnstrial re- 
volntlon in India has affected practically all of them, 
though not in the same degree. 

(1) Transition in rural industries —Formerly, every 
village had its Carpenter, 0.>bbler, Blacksmith, Weaver, 
Potter, Oilman, etc. Thanks to the competition of raacbine- 
made goods, many people who formerly plied these crafts 
have been compelled to leave them. The weaver has 
been hit the hardest by competition with mill-made cloths, 
both domestic and foreign. The blacksmith, the cobbler, 
the potter, and the oilman,—all have lost a large part of 
their trade. These men have either swelled the pressure 
of the popnlation on land thereby leading to greater 
fractionalisation of holdings, or migrated to the mills and 
factories to secure Job as factory hands. Generally 
speaking, those village handicrafts have survived which 
have been able to adopt 6emi*dnished factory goods as 
their raw materials. 

(2) Tranallion in urban hiduatriea.^In the old 
economic regime, India had mSxx$ flourishing urban handi¬ 
crafts some of whirii had attahiod to worid-wlde criebrity. 
The muslins and shell^bracaletB of Dacca, the ivory goods 
of Mursbl^l^^f the marble'work of Jaipur, ,lhe silver 
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filigree work ot Onttack, tlie 8haw)i and oarpeta of 
Kadimir, and the perfumery of Oaslpiir,*~Uiecie are some 
of the famods urban crafta of former days. The eoohomio 
trauBltion in India adversely affeoted moat of these handi-^ 
crafts, some of which have now become things of mere 
historical memory. 

Causes of the decline of old urban handicrafts. 

m 

A detailed study of the causes of the decline of the 
once famous handicrafts of India will be made in the 
chapter on Indian Industries. For our present purposes, 
we mention the following salient factors: 

(1) The disappearance of the old Native Courts 
synchronising with the decline of the Moghul Empire 
removed the patronage which so long kept the, artisans 
busy with their trades. 

(2) The absence of the rise of an Indigenous market 
on acconnt of the preference for cheap foreign goods. 

(3) The active competition of cheap machino-made- 
goods sertonsly undermined the positions of these cottage 
products. 

(A) Lack of financial credit, and of up*to-date tools. 

and raw materials was a further handicap. 

¥ 

(5) The later policy of the East India Company which 
was calculated to facilitate exports of raw maierisls out of 
India* and Imports of Brltleh mattnfscttired goods into 
India. 

(6) Government's prolonged attitude of indifiorenoe 
which wM fortified by the prevailing lalsiez fslre Ideas. 
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(7) The decline of the old Trade gnilds which so long 
functioned as benefit societies of the artisans. 

Bnt the transition in indnstries was not merely destruc¬ 
tive. It had its constructive side as welt It promoted the 
development of large scale industries, large scale planta¬ 
tions, and large scale mining. Of course, the earlier phase 
of the industrialisation of India amounted in effect to little 
more than the exploitation oC her natural resources by a 
handful of British capitalists and enterprises. Bnt later 
on, Indian industrialists also have resorted to modern 
methods of manufacture. 

Towns old and new. 

The economic transition has also affected the position 
of towns in modern India. Many of the old towns have 
disappeared, while a still larger number of new towns 
has come into existence. 

The causes of the decline of old towns. 

(1) Many old towns have disappeared or dwindled 
in importance on account of diversion of trade routes. 
Thus, towns ou rivers or roads have become second-rate 
as they are far-removed from the trunk railway route e g. 
Mirzapore, Sagor, etc. 

(2) The decay of Cottage industiios hits also led to the 
decline of many towns like Dacca* Murshldabad, Gaya, etc. 

<d) Diseases like Plagne, Cholera and Malaria have 
also driven many people from their original urban abodes. 
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Caiuea of the growth of new towm. 

(1) New oommereiat centres have been brought Into 
existence by the doTelopment of Hailways and Navigation. 
Bombay, Karachi, Madras, 'Rangoon, Calcutta, etc. can* 
be cited as illustrations of new commercial towns. 

(2) The growth of industries along modern lines has 
also brought icto existence several new indxistrial towns 
like Ahmedabad and Sbolapur with their Cotton Mills, 
Oawnpore with its woollen mills and leather factory and 
Jamshedpur with its iron works. 

(3) Famines have also driven many people to the 
towns where they live as wage*eamers thereby increasing 
the urban population. 

(4) The attractions of urban life have also led the 
Zaminders and other rich people to settle in the towns* 
which have consequently grown both in wealth and* 
population. 

(r)) Administrative reasons have also led to the develop¬ 
ment of new towns to serve as District Divisional and 
Provincial Capitals. 

(6) Laaiy, the facilities for higher education and the 
cultural atmosphere of the towns have also attracted 
students from their village homes, who naturally get 
accustomed to town-life and thus refuse to return to their 
vUlage-home when their education is over* 

Gonclunbii 

Thus we find the eoonomic trauaitioxi in India has 
largely affected most of the old featqreB of the past eoono- 
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mic order, though the prooess has not yet ran its full 
oonrse. Professors Wadia and Joshi hara styled this 
economic transition as sudden transition from local self- 
sufficiency to international exchange. This description, 
however, seems to be a bit over-drawn. 

The medieval element in Indian rural economy is not 
yet a thing of the past. India has barely, passed from 
the first industrial revolution and the predominantly rural 
bias of the Indian population still remains. The forces of 
competition are still encountering much opposition from 
the forces of status. Nevertheless, the spirit of moder¬ 
nism is burning brightly in the country and there is 
hardly any doubt that every aspect of Indian economic life 
will be moulded after its fashion in the long run. The 
new wine cannot be contained within the old bottle, and 
the resistance to changes will ultimately break down on 
account of the impact of sheer economic forces. 


A critical estimate of the Economic Transition 

in India. 

The Industrial revolution in India, better known as 
the economic transition in India, is chronologically much 
later than its Irtish counter-part. It could naturally, 
therefore, be expected to profit by the British experience. 
Unfortunately, however, In India we have allowed all the 
familiar evils of industrialism to appear with all their 
hideousness in our midst together with some peculiar 
'OvilB of our own, little compensated hy the benefits of the 
Industrhdisation of Great Brkain. 
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Indnttrial Revolution in India and ebewere. 

A comparison and a contrast* 

(1) In England, the industrial revolution led to the 
urbanisation of the overwhelming majority of the popn* 
lalion. In India, it has intensified the rnraliiation of the 
population by destroying the rural handicrafts and thereby 
oompelling the artisans to swell the pressure on land, and 
by denuding the country-side of its wealthier members. 

Ill England, the numerous factories, mines, dockyards 
and transportation services absorbed most of the rural 
workers. The meagre industrial development of India 
could employ only a very small percentage of her huge 
rural population. Thus, the industrial revolution had the 
desolating effect of a bliszard on the snug country*side 
of rural India. 

(3) Secondly., the Industrial revolntion in England 
led to great economic and social transformations. A new 
aristocracy emerged, the Knights and Barons of looms and 
factories, who challenged the old feudal organisation of 
society, and who with their fabulous incomes did much to 
adorn and enrich the different aspects of British life. In 
India, unfortunately, the Indnstrial Revolution originally 
took the shape of the economic domination of the people 
by British capital and enterprise. The natural resources 
of the country became ruthlessly exploited to swell the 
fortunes of a few Anglo-Indian families. Thus came into 
existence the British vested interests in India which have 
not only actively stood in the way of the economic 
regeneration of India but also have proved to be a great 
stumbling block on her road to poliUcal freedom. The 
only benefit to India from this alien exploitation has been' 
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the employment of a few lakhs of low paid labourers. It 
is only in the 20th century that purely Indian indus¬ 
trial concerns came into existencet the only notable 
exception being the cotton mill industry of Bombay which 
was first developed in the 19th century. 

(3) Thirdly^ in India as elsewhere, the economic 
Transition has brought about a complete change in social 
values. Formerly, plain living and high thinking was the 
generally accepted ideal. But now-a-days, the virus of 
capitalism has permeated the whole social system. All, 
except a very small minority, are now moved almost 
exclusively by economic considerations. Money, more 
money—this has become the universal goal of life. Men 
are judged and respected, not so much for their learning 
or character, as for their wealth. In the quest of the 
yellow metal, moral considerations are being more and 
more set aside. Thus, the traditional simplicity and purity 
of Indian life is being gradually destroyed. 

DIFFERENT VIEWS ON THE ECONOMIC 
TRANSITION. 

(1) The views of Mahatma Gandhi. 

The economic transition in India has produced different 
types of re-actions on different minds in India 

Mahatma Gandhi for instance, has regarded it with un¬ 
disguised feelings of horror and alarm. He has been much 
Influenced by the writings of Rnskin and Tolstoy, and be 
pines for the good old days when the artisan sat at his 
work in bis humble cottage, surrounded by his wife and 
children. According to his analysis, the root of all troubles 
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is the machinery. He iB» accordingly, an uncompromising 
re-actionary, and he firmly believes that India and the 
world can be saved only by going back to medieval ways 
and methods. 

This characteristically heroic solution of the fundamen¬ 
tal problem of modern civilization, however correct it 
might appear in analysis, is generally regarded as impracti¬ 
cable by most people. In these days of close inter¬ 
knitting of nations, it is impossible for a single country 
to reject all modern industrial and mechanical equip¬ 
ments Moreover, it is open to question whether India, 
with her vast and ever increasing population, steeped in 
the direst poverty, can afford to do without mechanical 
appliances by which production can be largely multiplied. 
J.astly, the Mahatmic solution can well be criticized as 
suffering from distrust simply on the ground that it can 
lend itself to abuse. The real culprit is human nature 
itself. The goal of the reformer, therefore, should be to 
relorm human nature itself rather than to reject the 
machinery. 

(2) The British view. 

British officials and non-officials have greeted this 
economic transition with feelings of great joy and rejoicing. 
They are definitely of opinion that the true solution of 
India's poverty lies in the rapid industrialisation of the 
country, and that in this process of industrialisation 
British capital and enterprise foe sometime at least has to 
play a large part. 

While we might agree with the first part of the British 
view, we record our strongest dissent from the second part. 


7 
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From onr past experience, we have learnt that the ple» 
for foreign capital to expedite India’s economic develop¬ 
ment has in effect amounted to little more than a plea for 
the continuation of the old colonial policy. India can 
never willingly accept the position of a milch*cow for 
Britain or for any other foreign country. 

(3) The view of Indian Economiata and public men. 

Indian economists and public men are in favour of 
rapid industrial development which, in their opinion, 
holds the master-key to the solution of the stupendous 
problems of mass poverty and middleclass unemployment. 
But they want it along strictly national lines. India must 
not bo a mere imitator of the west. She must find > out 
means by which she can avoid the evils of the western 
industrialismi while retaining its benefits. 



CHAPTER VIIL 


AGRICULTURE. 

INTRODUCTION. 

The importance of agriculture in India. 

(1) The importance of agriculture can hardly be 
exaggerated in India where nearly 70Z of the total popu¬ 
lation depends directly upon land, and another 20 '/, 
depends indirectly upon it for their sustenance. Thus 
agriculture is the most important single industry in 
India. It has always been so in the past, though the 
pressure upon land was somewhat less on account of the 
existence of flourishing cottage industries. And as far as 
we can foresee, it will always continue to be so in future. 

(2) Agriculture provides not only all the food-grains 
and raw materials consumed in the country, but in normal 
years provides a large surplus for export. Ipdia is thus 
self-Bufiicient as regards her requirements of food and raw 
materials. This is a great advantage from many stand¬ 
points. In the first place, it saves India from the land- 
hunger which lies at the basis of modern imperialism and 
war. Secondly, it is a great asset in times of war, as 
India can not be starved into surrender by means of mines 
or submarines. 

(3) India's manufactures also depend upon her agri¬ 
culture in two ways. Agriculture supplies the raw 
materials for our industries. For example, the Indian 



100 


INDIAN ECONOMICS 


Cotton mill industry is possible because of the local 
supply of raw cotton* while the raw jute of Bengal 
supplies the basis for the Jute Mills of Hooghly. More- 
oTer, the quality of our manufacture will improve with an 
improvement in the quality of the raw materials. E g. It 
will be possible to manufacture superior grades of cotton 
piece goods as soon as raw cotton of the long staple 
variety can be produced in abundant quantities. Secondly, 
Indian manufacturers get the largest market for their 
food in the home market. As 90% of the people are 
agricnlturists, whether directly or indirectly, necessarily 
the overwhelming majority of the buyers of manufactured 
goods are agriculturists. Thus the interests of agriculture 
and manufacture are closely interlinked. 

(3) Agriculture is the main basis of our foreign trade, 
and the main instrument for maintaining exchange stabi¬ 
lity. We pay for our iipports of manufactured goods by 
exporting our raw materials and food'Staffs. Moreover, 
we have to meet an extra obligation, known as the Home 
charges. This is also paid out ojf our surplus exports. 

(4) Our public finance also depends upon our agri¬ 
culture. If agriculture fails, all the sources of our income 
shrink. There is less revenue from land, as the ryots 
have little surplus. Revenue from excise, salt, and 
customs shrinks as the consumption of commodities falls. 
There is less Income-tax revenue, as all incomes become 
small. Railways’ receipts show a deficit as there is a 
lesser traffic. Posts and Telegraphs show smaller earnings 

people avail themselves less of their facilities. On the 
other hand, Government’s expenditure increases on account 
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of Famine relief or of increased Police expenditure to 
combat crimes and dacoities. 

The Backwardness of Indian Agriculture. 

J. According to the Indian Sugar Committee, India’s 
output of sugar per acre is less than 1/3 of Cuba's, l/(> of 
Java’s and l/7th of Hawaii’s. As regards cotton while 
the U. S. A. produces 200 Itis. and Egypt produces 45011)3., 
India produces only 85 Itia. per acre. ’ And as regards 
wheat while England produces 1910 tbs., India produces 
only 814 lbs. per acre. From the above figures it must be 
quite apparent that the agricultural industry in India is 
one of our depressed industries. 

Need for agricultural development. 

2. The need for agricultural development is very 
great from all standpoints. 

(1) First, it will increase the purchasing power among 
the masses and raise their standard of living. 

(2) Secondly, it will provide increased food snpply 
for the increasing population of India. 

(3) Thirdly, it will help to develop India's manu¬ 
facture by supplying a ready home market for Indian 
manufactured goods. It will thus directly or indirectly 
help all the economic groups in the country including the 
Government. 

There can be no doubt then that agricultural improve¬ 
ment holds the key to an all-round national reconstruction 
and all projects of Economic planning for India must be 
tested by their bearing on the position of the Indian ryot. 
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Defects of Indian agriculture. 

The defects can best be studied tinder the 4 heads: 
namely, (1) Land, (2) Labour, (3) Capital, (4) Organisa¬ 
tion. 

Defects of Land. 

As regards land, the first thing to notice is the climatic 
condition. We have already studied how Indian agri¬ 
culture is a gamble in rainfall. Of course, the helplessness 
of the ryot has been much lessened in those areas where 
artificial irrigation has been resorted to, but still a great 
deal of lee way has yet to be made up in this direction 
before conditions can be regarded as satisfactory. More¬ 
over, the gradually decaying rivers and the change of 
course of some of the rivers brought about by natural or 
artificial causes had also an adverse bearing upon the pro¬ 
ductivity of the land in some cases. 

(2) The second great defect of land is the excessive 
sub division and fragmentation of agricultural holdings 
resulting in the creation of uneconomic holdings in many 
cases. This one factor is sufficient to reduce Indian 
agriculture to a state of extreme inefficiency. 

(3) Thirdly, no adequate land survey has so far been 
made so that no body knows the adaptability of different 
pieces of soil for different kinds of crops. 

Finally, on account of lack of proper manure, most 
Indian soils have deteriorated as regards their natural 
fertility, though in the opinion of experts like Dr. Voelcker 
and Dr. Clouston the lowest point of deterioration has 
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been reached a long time ago, and no further deterioration 
is taking place today. We next turn to labour. 

Defects of Labour. 

The problems of labour relate first to the ryot himself 
and secondly to the land-lord. 

I. The Indian ryot no doubt has received much enco¬ 
miums from great European experts like Dr. Voelcker 
>vho have been much impressed by the diligence and 
industry of the peasant during the agricultural season. 
Nevertheless there can be denial of the fact that the 
Indian peasant compared to his prototype in the advanced 
countries of the world is very inefficient. 

Causes of inefficiency. 

The causes of the ryot’s inefficiency are partly to bo 
sought in his environment^ and partly in himself. 

(1) For one thing he is physically unhealthy thanks 
to his poverty, the national system of diet, the insanitary 
conditions of his surroundings and dwelling house, and 
above all, the ravages of diseases like Malaria, Kalajar, 
hook warm and other tropical diseases. 

(2) Secondly, the Indian ryot is illiterate and ex¬ 
tremely conservative. His methods of agriculture are 
quite primitive, although those primitive methods do 
conceal a great deal of scientific truths evolved by the 
experiments of centuries. On account of his conservatism, 
he does not easily receive new ideas which might be 
spread out before him. The only remedy seems to lie in 
widespread dissemination of literacy especially among' 
the women-folk who form the greatest ‘strong-hold of 
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conservatism. Increased contact between the towns and 
the villages, use of rural broad-casting, and subtle propa¬ 
ganda by all conceivable methods, are alone likely to sap 
the fonndation of conservatism in the long run. 

(3) Above all, the Indian ryot is extremely fatalistic 
and unambitious. The uncertain nature of the monsoon 
and the systematic administrative exploitation of centuries 
have made the ryot perfectly resigned to his unhappy lot. 
He has no determined desire to improve his standard of 
living or to attain a state of financial ease and solvency. 
In such a back-ground all efforts to improve the producti¬ 
vity of agriculture must necessarily fail. Hence as the 
Royal Commission on Indian Agriculture has pointe<l out. 
the most fundamental problem of rural reconstruction is 
to improve the morale of the ryot himself. We have to 
inspire in him an aspiration for a higher standard of 
living, and the inertia of centuries can be broken only if 
the state in all its Departments, Agricultural, Veterinary, 
Education, Public health, and Executive, makes a frontal 
attack on this problem. 

Landlord's part in rural economy. 

II. Secondly, (1) The land-lord who gets his living 
from the land must recognise that his privileged position 
can only be justified by his functions. The curse of 
absentee land-lordism from which India suffers so acutely 
is only another proof of the fact that land-lordisin is no 
more than a vicious anachronism under present condi¬ 
tions. The land-lord can justify his existence only by 
living among the villagers and showing an example in the 
matter of ideal farming and ideal husbandry. 
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(2) It is hie duty to undertake permanent improve¬ 
ments of land, and to make rnral life more attractive 
which alone can stop the progressive denudation of Indian 
villages of their comparatively prosperous inhabitants. 

Defects of Organisation. 

We next come to organisation.—Indian agriculture is 
disorganized in many respects. 

(1) The lack of economic holdings and of permanent 
improvemcjits is a serious defect in internal organizations. 

(2) Another serious shortcoming is the fact that the 
ryot has practically no subsidiary industry to keep him 
employed during the long agricultural slack season. 
There is a tremendous waste of rnral labour on account of 
the fact that the agricultural season does not normally 
extend over more than three or four months. The possi¬ 
bilities of Khaddar or Dairy farming, fruit-growing, seri¬ 
culture, lac-culture, mat-making, pottery, toy-making and 
other rural industries should be fully explored in order to 
make agriculture thoroughly organized and based upon a 
solvent footing. 

The marketing Problem in agriculture. 

(3) But the major problem of organization is that of 
marketing. With the commercialisation of agriculture, 
the marketing problem has become very acute. The 
Indian cultivator normally does not get the full value of 
his own produce. He has to depend either on the land¬ 
lord ot upon other professional middlemen who do not 
hesitate to intercept the major part of the profits of agri¬ 
culture. What we require to-day is to organize the market 
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for Indian goods after the example of Bombay and Berar 
Cotton markets. 

Some Suggestions of better marketing devices. 

(a) The possibilities of Co-operative marketing have 
been mnch emphasised by the agrionltnral and Co-opera¬ 
tive Departments of the Government. Co-operative Cotton 
Sales Societies have already been started in Bombay, the 
Central Provinces and the Punjab. The principle of co¬ 
operative sale has also been extended to commodities 
other than cotton. Nevertheless it must be admitted that 
the co-operative movement in this respect has not succeed¬ 
ed much on account of several inherent defects and parti¬ 
cularly on ground of inadequate finance. Other improve¬ 
ments in the marketing organization are also called for. 

(b) There can hardly be any large scale marketing for 
any distant customers unless proper grading, uniformity 
of quality from year to year and proper packing are resort¬ 
ed to. The Berar cotton market is an ideal one in this 
respect. 

(c) Marketing surveys are also essential, and for that 
purpose a trained personnel is essential. 

(d) Another possible improvement is the provision of 
ware-housing facilities and the issue of ware-house certi¬ 
ficates to the growers which should enable them to take 
advances against these certificates from Co-operative and 
other Banks. In this respect the American system of 
licensed ware houses and the Egyptian system of loans 
against cotton security are good examples for India. 

(e) The Grain Elevator System, by ^hich grading and 



AGRICULTURE 


107 


storing are facilitated, has also great possibilities from 
the marketing standpoint, thongh the cost is rather pro¬ 
hibitive. 

Defects of Capital. 

Finally, wr come to the problem of Capital. The 
Capital equipment of the ryot is very miserable in as 
much as it consists of not more than a pair of bullocks, 
some iron ploughs and the necessary seeds. There is no 
facility for long term permanent improvements, nor even 
for temporary improvements. The only capital that the 
ryot possesses is generally working capital only ; and even 
here the ryot’s position is so very precarious that when a 
bullock dies or his ploughs are broken, he has to go to 
the mahajan for necessary credit in order to tide over his 
diiliculties. 

The lack of capital is one of the prime causes oi the 
low productivity of Indian agriculture. In the western 
world agricultural productivity has been much increased 
by capitalistic farming and by the adoption of scientific 
implements like the motor tractor and by .nndcrtakirg 
« large scale improvement in the shape of proper irriga¬ 
tion and proper manure. 

The condition of the cattle is so very miserable that 
the ryot does not get from it all the benefits it could have 
otherwise obtained. The Royal Commission Report has 
greatly emphasised the need for healthy cattle for sohing 
the problem of Indian agriculture. It is a matter of great 
congratulation that the first official act of Lord Linlithgow 
was to popularise the idea of stud-bulls in India. In a 
word, there can hardly be any substantial increase in 
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agricnltnral prodnctivity unless the capital requirementa 
both as regards fixed capital and as regards intermediate 
and working capital are properly met. We now proceed to 
discuss some of the more important specific problems of 
Indian agriculture. We first take up the problem of 
subdivision and fragmentation of agricultural holdings. 

Subdivision and Fragmentation of holdings. 

As we have already said, the acute subdivision and 
fragmentation of land is one of the major causes of agri¬ 
cultural backwardness of India. The term suhdiinsion 
refers to the fact that the original farm of a particular 
cultivator becomes equally divided amongst his successors 
after his death. The term fragmentation refers to the 
peculiar way in which the share of each inheritor is deter¬ 
mined. Instea<) of getting in a compact area his total 
share of the landed inheritance, each successor gets an 
equal share of each part of the total inheritance. The 
result is that each individual plot becomes so small that 
profitable cultivation becomes, in most cases, impossible. 
The Hoyal Commission on Indian Agriculture has observed 
that there are four distinct problems to be dealt with. 

(1) The sub-division of the Holdings of right-holders. 

—This is due to the Laws of Inheritance prevalent among 

the Ilindns and the Moslems. 

(2) Snb-division of Holdings amongst cultivators — 
This huh-division becomes accentuated on account of the 
loss of economic equilibrium. 

(3) The Fragmentation of Holdings of the right¬ 
holders.—This is also due to the Laws of Inheritance, 
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(4) Fragmentation of HoldingB amongst cultivators. 
It is a much greater evil than the Fragmentation of land 
of permanent right-holders. 

Extent of the evil. 

The extent of the evil can easily be realised from the 
following figures as regards the size of average holdings 
per head. In Bihar and Orissa the tenant-holding averages 
less than half an acre, though the average per cultivator is 
Wl acres. In Bengal it is 3*1 acres per cultivator. In 
Assam it is 3 acres while in the United Provinces it is 
2*5 acres. In Madras and Bombay it is less than 2 or 3 
acres. As Dr. Mann has said, ‘*In the pre*British days 
and the early days of the British rule the holdings were 
usually of a fair size : frequently more than 9 or 10 acres, 
while individual holdings of less than 2 acres were hardly 
known. Now the number of holdings is more than double 
and (Sl% of these holdings are under 10 acres in size; 
while no less than 60% are less than 5 acres.” 

Evils of Sub-division. 

The case against subdivision and fragmentation can be 
summarised as follows :— 

It involves a huge waste in various ways :— 

Firsts it entails much loss of time as the ryot has to 
pass from one plot to another with his bullocks and 
other Implements. 

Secondly^ the cost of fencing becomes prohibitive and 
in the absence of fencing much depredations are made by 
the roaming cattle. 
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Thirdly, Irrigation becomes diSlcalt if not impossible, 
as separate wells have to be dug in all the different plots. 

Fourthly, the ryot cannot establish his dwelling house 
in tiie midst of his farm which would-have gireii him 
great facilities for constant watch and supervision. 

Fifthly, much land is lost by way of borders between 
different plots of different ryots. 

Stvthly, the ryot in order to make short cuts generally 
prefers to pass through the neighbouring field with his 
bullock which not infrequently occasions ihuch bitterness 
sometimes ending in litigation. 

Seventhly, the ryot cannot employ labour-saving 
devices like tractors, threshers, winnowers etc. nor can 
he easily move good manure from one plot to another. 

LaUhi, subdivision and fragmentation leads to the 
creation of many uneconomic hoblings. 

The size of an Economic Holding. 

The average size of an agricultural farm differs from 
country to country on account of different physical, social, 
and economic conditions. In England, where the law oi 
primo-geniture prevails, the average size is If) acres, and it 
tends to increase on account of constant ad<lition by pur¬ 
chase etc. In America the average size is 14 acres, while 
in Japan it is only 3 acres. 

In fixing the ideal size, we have to take into consider¬ 
ation both the nature of the soil and the resources of the 
cultivator. For example, the size should be bigger on the 
plains than on the hill-slopes. Again, where the land is 
very fertile and fit for growing a profitable crop, the size 
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can afford to be amaller than in comparatively infertile 
and arid districts. 

With these preliminary observations, we proceed to 
state the different views given by experts on the size of 
Economic Holdings in India. 

Different Conceptions of Economic Holdings. 

(1) Mr. Keatinge in bis Rural Economy in the 
Bombay Deccan" observes that an economic holding “is a 
holding which'allows a man a chance of producing 
sufficient io support himself and his family in reasonable 
comfort after paying his necessary expenses. In the 
Deccan an ideal economic holding would consist of (say' 
forty or fifty acres of fairly fertile land in one block with 
at least one good irrigation well, and a house hitnated 
on the holdinj^.*’ 

(2) Dr. Mann in his Land and Labour in a Deccan 
village defines an economic holding as “one which will 
provide an average family at the minimum standard of 
life considered satisfactory.’* He considers thirteen to 
twenty acres of dry and garden land as the eponomic .size 
of a holding. 

(.‘D According to the Baroda Committee, an ideal 
economic holding consists of to .’>0 bighas of fair land- 
in one block with at least one good irrigation well and a 
house situated on the holding.” 

i4) Prof. Jevons holds that a model holding should 
be determined at such a size as to enable the agriculturist 
to enjoy a high standard of life. He considena the requi¬ 
site size to be between 20 and 30 acres. 

(5) As all the above definitions are somewhat vague 
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in as much as there can be different interpretrations of 
v^hat reasonable comforts or satisfactory standard of living 
might mean. Professors Jathar and Beri have suggested 
that economic holdings should imply optimum holdings. 

The term optimum refers to that precarious point at 
which the law of increasing returns has just ceased to 
operate and the law of diminishing returns has not yet 
begun. It is the point of technological equilibrium which 
relates a particular size of laud to a particular stage of 
industrial art. Productivity of agriculture must necessarily 
become less as soon as the size of a plot of land becomes 
less than the optimum size. 

Possible Merits of Fragmentation. 

Nevertheless subdivision and fragmentation of land is 
not an unmixed cnrse. A case for it can be made out on 
the following grounds : 

Firsts when the number of plots correspond to different 
types of soil suitable for growing different crops in 
different parts of the year it gives the cultivator employ¬ 
ment all the year round. 

Secondlyi it forms a sort of natural insurance for the 
cultivator against the chances of failure of any particular 
crop due to natural or economic causes. 

Thirdly^ It is responsible for a wide diffusion of 
ownership of land in the rural areas which is one of the 
stabilising factors cf the modern socio-political system. 

Conclusions. 

In conclusiont however, we must admit that the evil 
is overwhelmingly a reality while the good is just a 
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remote possibility. We egree with Dr. Mann’s remark that 

has all the evils of very small holdings in that it 
prevents the nse of machinery and labour-saving methods; 
and on the other hand of large holdings, in that it hinders 
the adoption of really intensive cultivation by hand- 
labour : which is the great advantage of the small holder.'* 

Causes of Sub-division and Fragmentation. 

(1) The causes are primarily to be traced in the laws 
■of inheritance and euccesaion by which the property of 
the predecessor is divided into equal parts among all the 
successors. As these laws have been prevailing in India 
from times immemorial, one might ask why is it that 
this problem was not at all acute in pre-British days. 
The answer to this question is to be found in the other 
changes that have occurred since in the socio-political 
system of India. 

(2) Among these changes the most important factor 
is the loaa of economic eguilihrium. The competition 
with British factory products coupled with the hostile 
policies adopted by the East India Company succeeded in 
killing most of the flourishing cottage industries which 
formerly gave employment to a large section of the rural 
population in India. With the destruction of old cottage 
industries and in the absence of rapid industrialisation, the 
rural masses had to fall back upon land as the only source 
-of their livelihood. The laws of inheritance shov^ed the 
way by which they could get hold of land and this in 
turn led to subdivision and fragmentation. 

(3) The growth cf the spirit of individtsaUam asso" 
oiated with the introduction of Western Culture in India’ 


8 
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must also be regarded M another important cause of this 
evil. Under the Joint family system, the lands vrere ouUi- 
^ated in common by all the members of a big Joint family, 
fiat the iQdlTidaaliet spirit would not allow this commu¬ 
nal cnltiration, and as individual rights began to be assert¬ 
ed, the subdivision and fragmentation of land bscame a 
necessary consequence. 

4. Last of all, we might mention among the main 
causes the exasnve growth of population in India with 
the establishment of pax Britanniea. As population 
grows, the total size of the land being fixed, the individual 
share necessarily becomes less and less. 

Remedies of Subdivision and Fragmentation 

The problem of subdivision and fragmentation is by 
no means the monopoly of India and other countries bad 
also to face it and to try to solve it. In India various 
experiments have been made or proposed to remedy this 
evil. 

(L) We might first refer to the Co-operative experi¬ 
ment which has been tried rather successfully in the 
Pupjah Canal eolonioa* The success of co-operation, 
however, has been due to certain tpeeial (actors in the 
situation. First, the population there is homogeneous. 
Secondlyt the system of land tenure is simple, and 
the area in question is comparatively new. Moreover, 
it has checked fragmentation rather than subdiiisioo. 
As regards the latter some check has been imposed by 
restraints on alienation and in some oases by c(mfening 
inheritance on a single heir. It is clear that oo«operation 
^cannot be a universal solution of this problem. 
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(2) Permissive legislstion has been tried in Baroda 
bat it has been a dead letter from the very beginning. 
In the central provinoes a Conwilidation of Soldingf 
Act vas passed in 1928 enabling not less than half of the 
permanent tennre-holders owning not less than 2/3 of the 
total area to combine together in an act of consolidation 
which would have a binding effect on the rest and on 
their snccessors. At present this experiment is limited 
to one division only. 

(3) In Bombay, Mr. Keetinge drafted a Bill in 1916 to 
enable tenure-holders to reconstitute permanent impartible 
economic holdings. 

Tho Bill, however, was never introduced on account 
of adverse criticism. In 1927 the Bombay Small Holding 
Bill was introduced in the Bombay Legislative Council. 
It envisaged a machinery for prescribing a standard unit 
of cultivation, all units below which were to be declared as 
fragments and it restricted alienation of fragments except 
in the interest of consolidation. It also contemplated 
consolidation of existing fragments. The Bill, however, 
was thrown out because it was alleged, it ihvolved an 
element of compulsion and also because it would lead to 

9 

the creation of a vast landless proletariat. 

Conclusion 

Such then is the brief history of the main experiment 
made in India for this purpose. 

Ib 

(li The main solution in onr opinion is likely to 
come from a restcration of economic equiUbriutn by pur¬ 
suing an all round recovery^plan for Ihdia involving rapid 
industrialisation und the reriva! of Cottage Industries. 
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(2) The Egyptian cnstom has been Boggeeted for 
Mahomadans by which the land is enltivated by only 
one of the heirs on behalf of every onet while for Hindus 
the joint cultivation system has been suggested by which 
all the members of a family would cultivate in common 
and then distribute the produce among themselves. 

(2) It is clear that some amount of compulsory legis¬ 
lation would be necessary, but as the Royal Commission 
on Indian agriculture has pointed out, legislation should 
be a supplement to education and not a substitute for it. 
A great deal of propaganda is necessary to convince the 
ryot about the merits of consolidation. 

How other Countries have met this evil of 

Sub-division. 

The problem of sub-division of agricultural holdings 
is by no means the monopoly of India. Other countries 
have had to face it in the past, and they have made their 
own solutions, 

m Austria has recognized the principle of hereditary 
indivisibility of farms which are exempted from claims 
for debts. 

(2) In Italy the state advances loans against the 
mortgage of land, and thereby promotes the formation of 
economic holdings. 

(3) In Japan there is a permissive* legislation which 
enables a certain majority of the landrowners in a 'Ullage 
to apply for forcible re-allotment of land, each man ob¬ 
taining a consolidated block approximately equal in value 
to the pieces of land surrendered by Idm. ^ 
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(4) Egypt passed the five Feddan Law to restrict sub- 
divisioD beyond the size of an eoonomlo holdings Aooor* 
ding to it. **althongh land is normally dirided amongst 
the heirs, it is actually left in the hands of one to oaltl?ate 
on behalf of the whole number or may be handed to 
trustees to manage for all. 

II. EXPORTS OF FOODSTUFFS AND RAW 

MATERIALS. 

I. Arguments for and against exports of foodstuffs. 

(1) Certain critics have suggested that there should be a pro< 
hibition of the eziK>rt of foodstuffs having regard to the fact that 
many Indians do not obtain enough food for their consumption. 

It is suggested that if exports were forbidden, the domestic supply 
would increase, tbe price would fall enabling the people to consume 
more. 

The above view, however does not seem to be valid : 

(1) Export of foodstuffs forms a small fraction of the total out* 
put and as such its retention within the country will not have 
much effect on the prices. 

(2) Again it has been suggested that artificial lowering of the 
prices of foodstuffs might induce the cultivator to .resort to the 
production of non-food crops—which would naturally defeat Uie 
purpose of the policy of restriction. This argument, however, does 
not jMssesB much force in India on account of the ignorance and 
conservatism of the peasantry. 

(3) Our principal argument against the policy of restriction is 
that it would prevent the cultivator from getting the benefit of the 
world-price without bringing about corresponding benefit to the . 
oonenmer; 

(4) And that the real remedy lies in increasing the purohaalog 
power of the masses by an all-round recovery-plan* 

(5) The Fiscal Commission argued that the normal export, 
•urplns provides a great natural resource upon which India eao 
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faU In times of emeiyenoy. This view* also, seems to be inoonect 
as a great emergency is likely to be so mnoh disturbing that 
the normal export surplus will not suffice to meet the situation. 
We are, therefore, not in favonr of artificial restrictions of the 
export of foodstuffs* 

Exports of Raw Materials. 

Arguments for restriction. 

The unrestricted export of raw materials has been 
criticised on the following grounds : 

(1) It leads to the substitution of non-food-crops for 
food-crops on account of the higher price of raw materials. 
This might ultimately lead to a genuine shortage of food- 
.supply. 

Secondly^ the high price of raw materials places Indian 
manufacturers at a disadvantage in their competition with 
foreign manufacturers. If exports were prohibited the 
price of raw materials would fall and that would facilitate 
the rapid industrialisation of India It is a pity that 
foreigners find it profitable to buy raw materials from 
India and then to turn them into mannfactnred goods 
which they sell in India in defiance of Indian 
manufacturers. 

Thirdly^ the production of heavy non-food crops like 
oiVjeeds leads to the progressive deterioration of the 
natural fertility of the soil and this is a serious calamity 
in an agricultural country like India where little scientific 
* manuring is practised. 

Arguments against restiictioii. 

The above argument, however, does not seem to be very 
sound* 
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As regards thecontention, ftltHoagh sabstilntion 
is possible and aotnallF has taken place to some eactent, 
these is no reason to belieTC, having regard to the ignorance 
and conservatism of the peasant, that there will be any 
large'scale movement from the production of food-crops 
to that of non-food crops, so as to imperil the natural food 
supply of the country. 

As regards the second argument, we might observe 
that it is extremely unjust to deprive the peasant of the 
full-value of his output for the sake of Indian manufac¬ 
turers. If industrialists are to be helped, there are various 
other methods open to the Government than the suggested 
one of lowering the price of raw materials by artificial 
restrictions. 

Finally, as regards the third contention we might 
observe that expert agriculturists like Dr. Olouston have 
repudiated the idea of a progressive deterioration of the 
inherent fertility of the Indian soil. Of course, if oil’Seeds 
could be utilised for manorial purposes, things would be 
quite all-right But then the remedy, in the opinion of 
the Agricultural Commission, lies in the development of 
the oil crushing industry. 

Conclusions. 

We thus conclude that there should be no compulsory 
restriction of the export of Indian raw materials, though 
a moderate duty on oil-seeds export may be justified. 

Nevm^heless one cannot feel happy with the present 
situation. The right use of Indian raw materials will be 
made only when Uiey will be absorbed by Indian manu¬ 
facturing industries. Till then India's eooninnic status will 
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be no better than that of those colonies which export raw 
materials and import maunfaotnred goodSt 

III. PROBLEM OF IRRIGATION, 

The importance of Irrigation in India. 

Agriculture, as we have already seen, has always been 
by far the most important industry in India, maintaininsr 
to-day, whether directly or indirectly, about 90^ of the 
total population. The peculiar nature of the Indian 
monsoons has always rendered artificial irrigation neces¬ 
sary. Even in the Hindu and Moghul Period of Indian 
history, enlightened rulers never failed to recognise the* 
imperative necessity of artificial irrigation. The British 
Government, with greater scientific knowledge at its dis¬ 
posal, is thus carrying forward an old tradition of the 
country only in a more systematic manner. 

We sum up below the main reasons which lend an 
exceptional importance to irrigation in India. 

(1) As there are some parts of India which get only 
a nominal amount of rain-fall throughout the year, these 
places could not bo cultivated at all without the help of 
Iirigation e. g* Sind, Rajputana, parts of the Punjab. 

(2) Again there are tracts where the rain-fall is un¬ 
certain and preeariouB, Here also agriculture can not be 
pursued as a normal occupation, without artificial Irriga* 
tion. 

^3) Bain-&1I everywhere is irregularly distributed 
throughout the seasons. Hence artificial irriftation is 
essential for raising a second or third crop. 

(4) Intensive cultivation ox the cnlttotion of certain 
heavy compiereial crops requires artificial irrigation# 
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(5) IrrigttUoD, by ndsing the prodnotiTity of the soiU 
serTes to iaoreaae the ^Ine of landt thereby improving 
the financial poeition of the ryot. 

(6) Irrigation renders possible the absorption in agri* 
cnltnre of an increase in popnlation. 

How to prevent wastage of water. 

The problem of Irrigation is not merely one of increase 
of water supply to areas which are not regularly and ade¬ 
quately served by Nature, but also one of avoiding was- 
tage of water. This can be done in the following ways : 

(1) By afforestaiion* 

“Forests regulate the flow of rivers, prevent floods, 
and furnish springs with a perpetual supply of water. 
Nature maintidns through ferests the moisture necessary 
for the life of men and beasts.” 

(2) By the preeervaiion of rain water, 

A great deal of rain-water is wasted on account of 
the lack of proper preserving methods. This waste is also- 
accompained by constant erosion of the surfape soil which 
results in a great loss of fertility. 

(3) By dry Farming, 

It is possible to preserve the moisture of the soil in 
dry tracts by a proper selection of crops. 

Developineat of Irrigation in India. 

The part whieh irrigation plays in the rural economy 
of different provinces varies greatly from Province to 
Province, but it is of oluef importance in Sind, the Punjab^ 
the North West frontier Province, Madras, United Provinoea 
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«nd Behar and Orissa. On an a?erage daring the fiTe 
years from 1921 to 1925 nearly fifty million geres were 
irrigated by Gorernment and private irrigation works* 
Practically half the total area irrigated is irrigated by 
•canals, the remainder being irrigated by tanks, wells and 
other sonrces. 

Closeification of Irrigation works in India. 

Irrigation works can be classified under three types: 

(1) Wells including tube-wells. 

(2) Tanks. 

(3) Canals. 

1. W«n-lrrig«tion. 

Well-Irrigation is one of the most ancient and familiar 
forms of Irrigation in India. It accounts for about 30 per 
cent of the total irrigated area of India. There are about 
Si million wells scattered in the different parts of India, 
which have been dug at a total expense of Rs. 100 crores. 
These wells are of all kinds, varying from mere holes in 
the ground to elaborate masonry structures of great 
width and depth or tubes of Small bores from which by 
power pumping large supplies of water can be obtained. 

A peculiarity of wells is that they mostly represent 
private enterprise, though the Government sometimes 
assist their construction by making takkavi advances or 
by exempting the improved land from extra assessment. 

There is a great scope for the extension of well iffIga- 
tion in almost all the provinces of India. As an instru¬ 
ment of irrigation, wells are even more yaloable than 
canals. Where individual holdings are too small to 
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peirmit the indifideal sinking of weUs> oo-operation might 
fnrnii^ the necessary solution. 

II. Tanli4rrigetioii. 

With the exception of Sind and the Punjab, tanks are 
found in all the provinces of India. They are of various 
sizeS) ranging from the 'great lakes constructed by the 
erection ot dams across rivers to the small village tanks. 
Madras possesses more tanks than any other province 
in India, the total number being over 35,000 serving 
nearly 3 million acres. Tanks, like wells, are chiefly the 
results of private enterprise. 

Ill Canal-Irrigation. 

Irrigation canals can be classified under three heads: 

(1) Inundation Canals. 

( 2 ) Perennial Canals. 

(3) Storage Canals. 

(1) Inwidtxlim Canals obtain their water directly 
from the rivers. This is possible only where the river 
water reaches a certain level. Most of the canals in Sind 
end in the Pan jab are of this type* and they receive their 
waters from the Indus and the Sutlej respectively. 

(2) Perennial Canals are generally built in the 
regions served by the Himalayan rivers which flow through'* 
out the year, as they are fed by the perpetual snows on 
the Himalayas. These canals are built by putting a 
iMufrage across the livers, and thus they are independent 
of the water-level reached at any time. The canals in the 
H. P. and the Punjab are of this type. The Sakknr 
Barrage In Sind, which is the worid’s largest work of its 
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kind, has also been made into a a perennial canal with 
the help of a bamge* 

Storaf* Canals. 

Storage Oanals are formed by erectiog a dam across a 
valley to store the rain-water during the monsoon. ThO' 
water, so stored, is distributed in the neighbouring areas 
with the help of canals. Storage Canala have been built 
chiefly in the Deccan, the Central Provinces and 
Bnndelkband. 

At present Capals are the most important form of 
irrigation works in India, and they account for about 
one-half of the total irrigated area of India. At first, it 
was thought that large irrigation Canals, like Railways, 
could be built by private enterprise. Accordingly in 1857 
the Madras Irrigation Company was formed to execute the 
Tungahhadra PrcgwU while in 1860 the East India Irriga* 
tion and Canal Company was floated to carry out the 
Oissa Oanal Prcjtct, Both the Companies, however, came 
to grief. Since then all canal Irrigation works have been 
undertaken by the Government. 

Among the irrigation oanals, whether existing or 
under constructiony can be mentioned the following: 
the Sntlej Valley and Sutlej Dam projects in the Punjab ; 
the Sukkur Barrage in Sind ; the Sarda Canal in the U. P. ; 
the Oauvery Mettur project in Madras ; the Khadak Wasla 
Dam and the Lloyd Dam in Bombay ; and the Damodar 
Canal in BengaL 

Official Claaaificatioii of IrrJfation Works. 

nptil 1931, Irrigation Works in India were divided into 
two classes : (1) Major works, and (2) Minor works. 
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1« Major Worlu. 

Mi^or works again were diTided into (a) Prodnotive 
Public Works, and (b) ProteotiFe PabUc Works. 

(A) Productive Public Works.—These were expected 
within ten years of their completion to yield sufficient 
revenue to meet their working expenses as well as the 
interest charged cn the capital required for their construc¬ 
tion. The capital for such works was generally provided 
out of loans. Most Government Irrigation works were 
of this type. Altogether over Rs. 92 crores have been 
spent on these works. 

(B) Protective Public Works.—These were not 
expected to pay their way. They were designed as a 
protection against famine, and as such their cost was pro* 
vided out of current revenues or by appropriation from 
the Famine Insurance Grant. The capital outlay on these 
works at the end of 1929-30 was Es. 44 crores. 

11. Minor Works. 

The Minor works involved the maintenance and exten¬ 
sion of old indigenous works, or the construction of new 
small works. They were financed out of current 
revenues. 

Minor works again were of three types : 

(a) Those for which neither capital nor revenue 

accounts were kept. 

(b) These for which both revenue and capital accounts 

were kept 

(cl These for which only capital accounts were kept. ^ 

Since 192L however, the old dassifioatton^ has been 
ibollsbed, IrrigM^on works are aow Classified as eilhdr 
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productive or protective* At protective woxke also may 
save the Govenuneot IroiQ expensea on famine relief, the 
rational claadfication should be thus: (1) Productive 
works ; and (2) Unproductive works. 

Irrifttloii vertttt Railways. 

The irrigation policy of the Government had been, 
much criticised towards the close of the 19th century. 

(1) It was pointed out that whereas irrigation was a 
greater insurance against famine than Hallways in that 
the former prevented the occurrence of a famine, while 
the latter could at least mitigate its hardship, the Govern* 
ment by 1902 spent only Hs. 38 crores on irrigations as 
against Hs. 870 crores on Railways, The controversy has 
lost much force now-a-days, 

(1) Partly because the Government has undertaken 
since many big irrigation projects* 

(2) Partly because Railways until recently have be¬ 
come profitable propositions and 

(3) Lastly because the complementary natcre of both 
has beeome clearly realised. 

The main problem now is to devise the best system o£ 
distribntion and of prevention of waste. 

The Indian Irrigation Commission were of opinion that 
it would be of groat advantage both to Government find 
thecultivatorsiftba latter could be Indneed to takeover 
their luppHes at the outlet thereby relieving the ebn&l 
admlnlstmtion ^ all huther responiihiUty. 
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Recommendation of tiie Royal Agricttltinrid 



(1) The Royal Agrioaltanl OommtMion» rooommeiid* 
ends the setting op of irrigation panchayats for msiiage»* 
ment of field distributaries. 

(2) The Commission also recommends closer relations 
between the agrionltural and the irrigation departments* 

(3) It also recommends the establishment of a central 
bureau of imformations for irrigation the main factions 
of which would be to establish and maintain a oompre* 
hensive library of irrigation publication and to act as a 
clearing house of information needed by Provincial officers. 

(4) The scientific stafiE of the Indian universities 
should also assist in the solution of irrigation problem 
for which Geological, chemical or mechanical knowledge- 
is required. 

(5) The troubles arising in the irrigated tracts of India 
in regard to water-logging .and the formation of alkali- 
lands have been due to failure properly to correlate a 
new irrigation system with the natural drainage of the- 
tract. The Commission, therefore, recommends tho cons* 
tmction of Drainage maps as well. 

IV, THE PROBLEM OF MANURES. 

Different kinds of i|iettiires 

Aithonijh a great deal of csrafol work has been done- 
little progress hal so far begn made in introducing Ibtjrcved* 

manuriei treatment into general agrMtnral i^otice. 

» * 

(1) The most reifiny andlable supply of plant foodi ^ 
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is of oonrsa ftinn yard manure; but nbfortnnately tiianln 
to the custom of using oow-dung cakes fer domeBtio> 
fuel purposes a very large amount of this is lost to .agri¬ 
culture. If fuel requirements could be met In other 
Vays, a great advantage ^ould accrue to agriculture. 

(2) The manufacture of composts and of synthetic 
farm yard manure and, where night soil is ava!lable« 
of poudrette by Municipality might also help to solve 
the manurial problem. 

(3) The possibilities of leauminom crqps in the culti¬ 
vator's rotation and of green manwe should also be 
explored. 

(4) (HI md9 if applied as manure in the form of cakes 
could give a very large supply of continued nitrogen. 

(5) Another source of nitrogen is found in mlphaU 
of ammonia which is available as a b^e-product of coal. 

(6) Lastly there are bones and bone-mills and fish 
manures which supply both nitrogen and phosphates. 

In the above list however cowdnng-cake appears to be 
the most easily availe^le form of manure. 

V. ANIMAL HUSBANDRY. 


Importance of cattle in rural Economy. 

The importance of cattle in the rural economy of India 
can hardly be over-estimated. 


il) Tbiey in a large quantity. 




(2) ^ey are also utilised as drawahl eaU!i both for 
drawing bnllook-carts tmd for drlviint the ploughs. As 
Harling has dnarvedi ’'Without them tlie flalds mnain 
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Tinplotish^; 8tctf^ mdi bln itand empty, end lood ind 
drink lose half their saTonr, for in a Teaetariaii oottniry 
-what ean be 'worse than to ha^e no milk, butter, or gb^* 

(3) Cattle are also the principal source of manure^ 

Jnsidte of, howerer, all these Tarions benefits which 
India derires from her catUe, the eonditions o£ her live- 
stock are not at all encouraging. 

(a) The number maintained is much too excessive on 
account of the inefficiency of the cattle. While in Holland 
there are 38 cattle per hundred acres of cultivated land 
and 25 in Egypt, in India there are 67 cattle per every 
hundred acres. 

(b) On account of the large number and the lack of 
proper fodder, the Indian cattle tend to become under^ 
sized. The main problem, therefore, is that of adequate 
fodder supply. 

(c) There is a shortage of fodder generally from 
December to July. As the cultivator seldom thinks of 
jDroviding grazing facilities, the possibilities of fodder 
supply depend upon the existence of grazing land and 
neighbouring forest. Here, too, the increase of tillage 
and the policy of deforestation go against the interests of 
the cattle. 

ReeosBBmdatioBt of the Agrieoltaral CenpiiMleB : 

V 

Ihe Ai^avhoial Oommimioii meatious 4 cardinal polafte ia a 
poUcy ef iiaprdvement« 

(if) Ajiedactie&totheiiiiishiwefpk^ 

(b) iacMsee Id the efflatouoy of ptoagh caftUe. 

(C) Attebtlea to ah matters that iro«|d^1ei34 to deeteaee iIn 
wimha^ of hidlodka reqalred tos cidtlvatimi mid 



130 iKDiAir acoiroMxod ^ 


ld> «n «ffon te Moore betkdr tMeMmt Iby diy eowe •nd 
eows4&-oalf. ' 

llie two most Importftat fsotoni «ni end hm^g. The 

CommisiioD ie of opinion, eo tor aaJStetHfig i$ jonooMiied, 

(1) Thftt there cannot be any lirrge add-on to eztetiag graziD|» 
aceae and ae eooh efforts ebonUi be oonoentflilM op iaoreaeiog the 
produetiylty of the land already growing grb^ 

(2) Qraeing on the common land ooold be regulated and 
rotationdl grating establi^ed with the content of the majority of 
the right-holdera. 

(S) In some oaaea a definite area of the common land could bo 
ceparated for a Tillage to-operatiTe cattle improvement society. 

(4) As a supplement to natural grazingi the cutting and storage 
of dry grass is important. 

(5) The cultiTation of Egyptian clover or leguminous crops 
also bolds out great possibilities if cheapness is ensured. 

(6) Stall feeding might also be resorted to. 

(1) With regard to the improvement of cattle by careful breed 
tng, the aim siioatd be to establish pure and improved tjpe of the 
best cattle now available and there should be no attempt to 
produce a dual parpoee ammal suitable both for draught and for 
mllktng purposes. 

(t) Ths Oommissioo recommends intensive breeding in select¬ 
ed areas with the help of stud-butls. Some progress has been made 
In thte dlrectioa on account cf the pereoeal example and enoonrge- 
ment of the present Viceroy, Lord Linlithgow. 

(8) Improvement of indigenous bretde by seleoticm is a safer 
poltoy for the Agrieulfeural Department to pnrsue than cross- 
breediag. 

<4) The oontrol of live-stook improvesHlat should also be- 
entrusted to the Agricultural l^partmenli of the l^rovincfal 
i:}ov«gmaftt while Pnsa will oo-ordiggie reeearehes and taeble all^ 

^ Mia prebiaaid. *,4 


^ loflg Of oaUIr OOO^htof4ieaifi(igoii|^ig also 


gtotlisr rgoorrlog ovU ih MIa tod gems Io Mug tho 
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corded figures Indiottte tbet the imttber of deetlig li ^rerj^ 
oonsideiEhie end Uiiiig takes the largest toll. 

Apnrt freon losses hy death extensbe indirect losses deenr 
from the large-nnmber of cattle tmporarily ineapaeUaitd 
by disease. 

The onistanding problem is that of control of canto- 
ffiouc diseases. 

Recommendatioiit of the Af rlcoltural Commistiea. 

(1) ContogiouB diseases mutt be controlled by measures 
designed to protect the individual anintol rather than by those 
which aim at stamping out the source of bifection* The Commis¬ 
sion recommends the adoption of the fierum ^multaneout method, 
m place of existing serum alone method which oontere immunity 
only for a fortnight while inoculation should be generally with 
the cultivators’ consent. It should be compulsory for all anh&aU 
kept by milk-seliers In large cities. 

{%) Veterinary staff should be enlarged and a Contagious 
Diseases of Animals* Act should be passed for ensuring uniform 
procedure. 

(3) The Commission recommends the establishinent in each 
District of a Central Veterinary Hospital with a number of 
Dispensaries serving the Sathdlvisions. 

(4) In each Provlnca tbare should be a Director of Veterinary 
Sere ices In administrstive control the Veterinary work of the 
province. 

(5) The Imperial lostUute of Veterinary Besearoh at l^taalr 
should also be reorganised la order to give the DltieceofWea 
opportnnlkiea for reici||oh. 

Id) T1ia<3oiinoildf Afriett^«F>^ kluhihl g|l|d a 

•matl Btaadlag dounsittc^ to dobl Votgiinar)' m^laen^itb 
povecs to C(H>pt other tnamhanaitd tOAoiiitllMti^e a hpo^ Ocm^ 
Qtttae or a pgrUeolar cuhjact. « 
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The State in Relation to Agriccdtoro. 
Hiatorieal Retrotpect 

(1) Though the idea of official enoouvagement of 
agricuUure in India first originated daring the Orissa 
famine of 1866« it was not till 1881 that the first aotWe 
step was taken by the Oovernment by setting up Agri- 
cnltural Departments and that, too, at the instance of 
Lanoashira which was interested in the growth of long- 
staple cotton in India. The Departments, however, did 
little more than collecting statistics on account of varions 
other responsibilities and financial handicap. 

(2) The next land-mark was the visit of Dr. Yoelcker 
in 1889 who emphasised the value of agricnltnral edu¬ 
cation and improvement, 

(3) In 1901 An Inspector-General of Agriculture was 
appointed to give expert advice to the Government of India. 

(1) In 1903 the Pusa Hesearch Institute wasesta* 
blished, thanks to the princely donation of an American 
visitor. In 1905 Lord Curzon gave a great impetus to the 
work of the Agricultural Departments. 

(5) From 1908 onwards Agricultural Colleges were 
established first at Poona and later on at Oawnpore, 
Nagpur, Lyallpur, Coimbatore and Mandalay, In 1905 
an All-India Board of Agriculture was founded to co¬ 
ordinate the work of differ^t Provintdal Departments. 

(6) Sinoe 1921, however, AfiriettltiURe has beotee a 
Provincial aubject nnder a reepcnslhle miklBter. 

preaeat paaltiMi of agrlcttltiiral r e t ea ip Ahi fndiu. 

4 

^ ^he Imperial Departmeat ct Aerieultare now maiutaias tihe 
foltowiiig Xnstitnfioui: 
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(1) Agrltiuttfktul S«8«ftrch Inutitnta. D«Ibt 

{t) Hie Imperial IxwtUtite of Veterinary Eeaoaroli, 

(3} The Imperial Inetittite of Animal Husbandry ittd Dairying, 
Bangalore and WelUngton, 

(4) The Oattle-breedlng Farm at Hariii^l. 

(5) The Creamery at Anand. 

(6> The ImpMlal Cane-breeding Station, Coimbatore. 

(7) The Sugar Bnrean at Oawnpore. 

(8) Besides in 1929, aooording to the recommendations of the 
Royal Commission, an Imperial Council of Agricultural Research 
has been established with a capital totalling at present more than 
Rupees one orore. At present there are the following Standing 
Committees of the Council(a) The Sugar Committee, (b) The 
Fertilisers* Committee, (c) The Locust Committee, (d) The Oil 
Crashing Industry Committee, (e) The Joint Committee of the 
ImperlsI Council of Agricultural Research and The Indian Central 
Cotton Committee, (d) The Animal Nutritional Committee, (g) The 
Dairying Committee and (h) The Cattle-Breeding Committee. The 
Imperial Council, again, has been affiliated with the new Imperial 
Agrionltural Bureau whose funotion is to keep Research workers m 
ail parts of the British Smpire in touch with the latest Research 
work in their own subject, 

(9) Again ProTlnclal Research Committees have also been 
started in different provinces which work in co-pperation with 
the Imperial Council. 

(10) Finally, we might refer to the setting up of Provinoial 
Boards of Koonomio Rnquiry in Bengal and in the Punjab whoso 
function also le to advise the Government se regards the right 
Agrioultral policy. 

(ID Besides dondnotiog Research work 
oatiooB Inafltatloos the Gofenunfuit hfSB also done miieh 
bywayttf deiDOStiU^ piDpaganda. Vagloiis Rf- 

hibitioiis ha^ bsen hbld of Woh ttke ifttgsst took piaeb 
at Poona in 1936 to demonstrate th# nao of new methods 
and of improved implements* 
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(12) Again Agnoattnial Middle SdlOK^ luive been 
established In some plaoes f<Mr glTing the heeeatary train¬ 
ing to the eons ot agricaltnrista. We nxig^t also mention 
the (?uivaon sememe which attempts to supply a 
strong central driving fcroe that will stimulate enthusiasm 
and provide suitable materials for acUv^^worlcers in their 
campaign in favour of the improvement of village-life. 
The experiment, of course, on account of its hasty nature 
has not fulfilled all expectations, bat the sincerity of the 
intentions of the author cannot be questioned. 

G^nclusions. 

The Goveroment’s part in solving the rural credit 
problem we shall discuss later on. But there can be no 
questioning of the trnth of the proposition that if the 
inertia of centuries is to be overcome, it is essential that 
all the resources at the disposal of the state should be 
brought to bear on the problem of rural uplift. What is 
required is an organised and sustained effort by all those 
Departments whose activities touch the lives and the 
surroundings of the rural population. Before condndlng 
this chapter, we must recognise that the agricultural 
aotfvities of the Government have received a great Impetus 
in the hand of the present Viceroy, though, of course, 
even now Japan with a papulation of 59 millions spends 
neatly five times as muda ail India with a populatiou of 
over 350 millions spends op agrtcuttuial Impfbt^ents, 
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RURAL INDEBTEDNESS. 


Extent of exittiof indeliteihi^i Tho problem of 
fnral indebtedness has long been recognised to be one of 
the most momentous issnea upon the right solntioii of 
which the happiness and welfare of rural India largi^sr 
depends. Official enquires about the extent of ind^ted- 
ness began with the appointment of the Deooan Eyots' 
Commission in 1875 which, howew, confined Its wcxtr^S 
to 12 villages. Since them the Famine Oommissions of 
1880 and of 1001 and individual offlcdals like Sir Frederick 
Nicholson (1895), Sir Edward Hadagan (1911) and Mr. 
Darling of the Punjab arrived at vanous estimates about 
the extent of the indebtedness either throughout India or 
in some definite parts of it. The various Provincial 
Banking Enquiry Committees made the first systematic 
efforts to ascertain the extent of rural indebtedness in the 
different Provinces of India. According to their calcula¬ 
tion the total amount of rural indebtedness in India stands 
at Rupees 900 orores, of which Awam accounts for 22 
orores, Bengal lOO prores, Bebar and Orisea 155, Bombay, 
81, Oehtmi areas Central Provinces 35, Madtat Ij^i 
the Punjab 135 end die Catted Provinces 124 crorei, ^ 

not iierfBdl|^js^ 
ante. i^eveMMsis, iher^4sr«n, io glen us rn ggi^c 

^ i ___ Mi 




the dumb mUBone bf rural India, The nnl oauie for 
alarm, moreover, is not so mudi the vditme of Indebted- 


m 
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ness mi the foot that k it almtnt irhollF unproduotite and 
that it it increa^g frctta year ta year. 

Caiuat of rural iad^tadneta The oantes o£ 
indebtednett are to be traced, first# in the getieihl causes of 
agrionltiiral inefficiency in India and secondly in the 
enrironment in which the ryot lites. We enumerate 
below the principal factors, as pointed by Professora Jather 
and fieri, which are responsible for rural indebtedness : 

( 1 ) ExC098iv0 premire of the population on the land^^ 
as more people live on land than the land can possibly 
bear, the income of the ryot goes below the maintenance 
level* 

(2) Excessive sub'divUion and fragmentation of 
holdsnya-^this resnlts in the creation of a large number of 
nneoonomic holdings. 

(3) Lack of subsidiary occupations in the agricultural 
slack season due to the decline of Cottage industry—This 
also results in diminished income. 

(4) The lU-heedith of the rpo/—sickness due to Malaria, 

Influenza, Kalazar and other diseases resnlts in enforced 
Idleness on the part of the ryot with the corollary of 
diminished income. , 

(5) Insecurity of the Aurwsf-^This is primarily due 
to the uncertain character Of the Indiaifi'monsoon which, 
has got all the proverbial caj^e of an indhto Potenlate. 

<6) The tm of to dlseaito itod ^Esntine, 

ito fhe ryot hardly en|oyt a surpSxtsV income over ex> 
Vlptiditore, he has to go to *the nuManh Worn he can 
topleniah his stock of cattfe. 
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ryot m ymf mM Mid modcMi eten dUey become ttselMN* 
in eonrfle ^ titae. And iu no Pepredetioa fund li 
annually get asidg^ tlia pnrobase of fresh tools sad oattie 
entails fresh loans from the mahajan, 

(8) Lov$ q/ liftyoffon.—^ decline of the Joint 
Family system and the individualist bias of the British 
adminifitration have made the peasants highly litigious. 
Petty disputes which formerly were easily settled by (he 
village panobayat are now referred to the law courts for 
solution reaulting in increased indebtedness of the dispute 
ants. 

(9) Th$ improvidmee and eaftravaffonee of the ryot 
Though normally the Indian peasant is very frugal, he 
spends rather lavishly on ceremonial occasions like 
daughter’s marriage, sradh ceremony etc. This extra¬ 
ordinary expenditure, though perfectly natural in view 
of the ryot’s social status, is not warranted by his economic 
position. The Bengal Banking Enquiry Committee, how* 
ever, does not attach much importance to t}iis factor. 

f 

(10) Aneeetral —A large part of the indebted* 

ness of the ryot is really hereditary in its nature. The 
sodal tsaditlons and custom of succeeding genmtiona 
aoknowledglng and paying the debts of forefathers have 
been esalted into a legal doctrine of the '^pfous oUigatlon'*' 
to pay an rmcestoe^s debtf enforcible in law courts. Even 
when ho pass and debts are not legally Inherltedt 
the debt 'is gehetuBy ^ttestted^by ^ son or the heir as u 
debt A honour by foree d tfadition^ 

( 11 ) 
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oC British mle in Indk h»i reBii)tfd,l)a iooremd 
4)orrowii]g capacity ol fha yyok <w aocsmaA tlia increased 
Taloe o£ his la&d. As tba increase iwclliatity has not 
been accompanied by an improvement in the morale ol 
the r)rot, the resnlt has bean greater extravagance ulti¬ 
mately resulting in further indebtednesi^ 

(12) Th» village ehylock and hie 75% The village- 
money-lender has been the chief banker of the peasants 
^from times immemorial. 

The money lender, a dangeroua necessity. 

Before the British mle, however, he could not be 
.much exacting on account of two causes; 

ia^ The existence of the village panchayat which pro¬ 
tected tl^e individual debtor from the rapacity of the 
creditor. 

i6) The absence of state protection of the creditor's 
right. 

With the disintegration of the commercial life of the 
village and the establishment of the Oivil Court for the en¬ 
forcement of contractual t!ghts« the creditor's position has 
improved $ while the debtor has become reduced to help- 
lessuesa The money-lender has hot been slow to seise 
this golden opportunity. He began to lend lavisllly to 
the ryot in times of soandty, a»dojin;i 4 nDiusly dad^ 
repayment when repayment was emg %eeehjf hmdhoig the 

S ot in a hopelessly entfm^ 
raw off the veil; esimM hlf xW that 

began to be lUlaiydCtO'&a mthiiey- 

lam^, The |utes of Intefest els^ged'' era very 

the maxhpum recorded bdng ll!|4D% in a\l^ jah 
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Fiimlly tli^ »w«i#|r«le 9 l<ler hftf «lio 
h9en foiiftd g^Utf <A aeootustii. 

NeTOitbeless^ the fltlQ9iey40ii4er Se nett an mmiU^ 
enrse. He is the only cttij^s o£ thrift In a deaeei ot tth* 
providence. He is iha^ opiy man who helps the lyeit tip 
tide 0 ¥er his emergendea under aU ciremnstanees. He has 
been called the Jaier Mahajan and the Pa^ MBtlk^n, 
i e. the protector of his caste and the giver' of his bread. 
The high rates of interest charged by him can at least 
partly be explained by the fact that he can hardly expect 
repayment of bis loan from his client or at least any 
pnnotnalUy in the payment* The unpopularity of his 
calling must also be regarded as another cause of the hi^ 
rate of interest; and finally wherever he is the sole foun¬ 
tain of credit, it is only human that he should try to 
exploit his monopolistic position. The real solution lies 
not in the elimination of the mahafan but in the establish¬ 
ment of alternative credit lestitniions. 

13. The land revenue poHei/ of the Oovemmer ^; 
The land revenne system under the British rule has been 
regarded by certain Indian Public men including ofOloiiUs 
like the late Mr. R. G. Dutt as one of the main causes of 
rural indebtedness* It has been said that the land-tax in 
the temporarily settled areas has been too harsh. 

" r’ 

Land revenu«» instead el bring the appropriatlen 
tr«g eooBjsmle surfisii tl«e isnd« hasaotm^hespa 
t^rge apon thhUyot^s half nenesssrifs* of lif«. M i|lte 
Famide ^Ckonmiriloii cf 1^1 bhssrad ^In focri ye«aHhe 
nnltlvatorvliBS nothing to hope for exbept bam sulhilSieQOe ^ 
ajud in bait yesbebefalls on pnblle cla)4ty. ^ v 
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A« ragardi tlie permanently settled areas, though the> 
iooidenoe upon the land-lord Is rather light*' the aetoal 
tax-bofden of the ryot is generally heavier than in the 
temporarily settled areas. The oppressiyeness of the land*^ 
rerenne is due not only to the heaviness of the levy but 
also to the lack of elasticity in its oolKction. 

The Government, however, in its famons BesoluHon 
on the land-revenne policy of the Government pnbltshed 
in 1902, tried to refnte the suggestion that the land-revenne 
was a cause of indebtedness. It maintained that the land- 
tax under the British Government was much lower 
compared to the Moghnl assessment that it was being 
progressively reduced, that famines in India were due io- 
natural causes over wluch no Government conld have any 
control, and that the improved economic position of the 
ryot was being neutralised by large increase in population. 

State policy towards rural indebtednessl 

Whatever the elements of truth in the Government's 
contention, there can hardly be any doubt that things are 
not as just as the Government likes to make out. En^ 
Quiiies in Bardoli and other places show that the present 
land-revenne policy is highly defective and unjust and 
as such it must be regarded as one of the main causes of 
rural indebtedness* 

Since the outbreak of a series of severe famines in the 
last hall of the I9th emitnry* the Goveenm«nt*s att^tlon 

V 

has been devoted more and more to the%<dentlio study 
of the problem* The Deccan Ryot's Oommisaioii and the 
JIhmIne Commissions cl 1S8C and 1901 oarried on investi^ 
gadons into this problem. The Government’s action 
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lollowiDg thpie f&qniiieH been (^gisIBed hs 
«ori JatberBiid Bari iia^er the followlBg headi ; 

(1) Meaaarei for the preTontion of improdooUTe 
•debta. 

(2) Meamrea for the legal protection of the ryot* 

(S) Measnrea for debt^oonoiliation* 

(4) Meaanrea for preventing the alienation of land. 

Measures for supplying cheap credit. 

We now proceed to discuss the actions of the Govern¬ 
ment under the above headings: 

1. Meaturet for tibe Preyontion of improductiyo debit. 

(1) In order to prevent the aocumulation of unpro¬ 
ductive debts, the essential requisite is the spread of edu‘ 
oation among the rural people. It must be confessed that 
the Government’s performance in this regard is not at all 
a creditable one. There is a lamentable Jack of literacy 
among the rural people. The suspensions and remissions 
of land-revenue in times of scarcity are also another device 
for the prevention of indebtedness. But the method is 
not sufficiently elastic* Finally, the posta) savings banks 
are also calculated to promote thrift among the rural 
people. But all these devices are cxf very limited efficacy 
BO long as the appalMng poverty of the masses remidns 
unchanged* 

2. Meatnm for Ike legal prelectieB «f tba ryot. 

The Iggal systsffi ot the Britiidi govemmenit iSmA on 
Ideas of c(mtiaoti$|h|s, at first gave much handle to the 
•ereditcss of the ryot IQm rehlisstlen of the helidessoM 
4heryot, hovrever^ledto some higal eaactmmits fOy Ifia 
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Firsts flomd ix^$rcUiona were made in the Code of 
Civil Procedur$ aa regatde the ezecntfon o| d&rtM against 
agricnltnriaia. Agrioaltnfal tools* eattte* and housing 
materials were exempted frohi attachment. The ryot's 
person was also exempted from arrest foTlowing a oonrt 
decree* The ryot was also given the facility of instalment 
payment. 

Secondly, the Deccan AgriouUurisiB* Belief Act 1879 
allowed the Courts to go behind the contract* and to 
modify it In favour of the agricnltnrist, if necessary* to 
prevent sale of land unless specihcally mortgaged, and to 
reatore the land to the ryot even when there was a sale 
deed between the two parties The Act made it obligatory 
on creditors to furnish accounts and grant receipts, and 
required mortgages to be in writing. The Acr, however, 
inipite of its good intentions, became ineffective and even 
promoted litigation and affected the credit of the ryot 

Thirdly, the Usuriow Lome Act as amended in 1918 
and 1926 determined the maximum and minimum rates of 
interest* enabled the Court to fe*open old tram^actions in 
order to ascertain their eqnity* as also the debtor to draw 
thf creditor into the Court This Act has also been practi¬ 
cally a dead letter in many provinoes* 

Fmerthly, the Pmicdi BeguktOon of AccemtaAet 
makes it cdiHgatory on all moneylenders te use regnlar 
account hooka and to furnish each dshtpr eeeiy fix months 
^thanaoooiqsitidiot^itheoiMim^tl^ ^ 

M slUoan traniaotloiu in that ^ 

as res^Ofds Hie licentioft of sn<ms$H«ndi«rs«. 
thiragh it is desirslite,it is neither pnctieiMe nor lUcely to 
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yielA tilt tlm m nliEsr i^^^i^Erbo tm 

not 4^ 

HKme^r.ltEdliig Et;tiAil(<di9. It ^» aifflenlt to bHtg i]b^^ 
within the of the law. 

8. Mmmimi for Oobt Coodliotioa* 

As the ryot staggers trader an overwhelming harden 
of indebtedness, the Central Banking Inquiry Committee 
reoommended the appointment of spedal officers fPr the 
purpose of bringing the creditor and the debtor to ap 
amicable settlement of the debts at a much rednoed figure, 
to be paid off either as a lump sum or by means of 
equated payments. Legislation for the purpose of sotting 
up Conciliation Boards has been already passed in the 
Punjab, the UnlteC Provinces, the Central Provinces and 
Bengal as well as in some, Indian states like Bhavnagore, 
Mysore and Travancore. There Is a growing conviction 
that the present voluntary principle should be replaced 
by the compulsory principle. 

4, MaasurM for pravantlag Load Aliaaatioii. 

The Punjab Land Alienation Act enJoblB that laud* 
shall never pass from father to son or from debtor to 
creditor unless ^e latter also is an agriculturist. But the 
result has been that poor ryots have practically befieme 
members ol tito hmdless proletariat and a class of aloMiy* 


rTtl*n<T■ a tTils a «>^^T i k>;m 


(!} Imt icM bMW (wen pmiwa <ii*«u 

siv« din<t lulp to 
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iog to the Irrigation Ooomitisiott ai the total amount 
lent under this heading was Bs. 6 mnes mdy* 

{2) In 1S83 The Land ImprammmU Lomu Aot was 
passed sanctioning long term loans for permanent im- 
i>rotrement8 on land, snch as wells, entjurnkments etc. 

(3) In 1884 the Agricnltnrists' Loans Aot was passed 
sanctioning short term loans to the ryot for the purchase 
•of 8eed» cattle, implements etc, 

Both these loans, however, have proved to be efBica- 
cions only to a limited extent, as they are restricted to 
specific obieots, as the system of distrlbntion is charac¬ 
terised by official lethargy, and as the method of collection 
Is very rigid. 

Thus direct loans from the Government to the ryot 
have not gone much to relieve the ryot, though of late, 
some changes in the official procedure have been made to 
make the loans more elastic. The Mahajan still lies safely 
entrenched behind his money bags, while the victims of 
his silver bullet lie all airoond in heaps. 

Lastly, we might mention that the Government has 
Initiated the co-operative Movement in order to Induce the 
people to help themselves. The impoitanoe of this move* 
ment Is sufficiently great to warrant a fr^sh Chapter. 



CHAPTER X. 

CO-OPERATIVE MOVEMENT IN INDIA 

HISTORY OF THE MOVEMENT 

German Origin of the Movement 

The cooperative movement first originated in Germany 
under the leadership of two outstanding personalities named 
Raiffeisen and Schulze^elitsch. Both of them were philan 
thropists who were deeply stirred by the appalling poverty of 
the masses. The former was concerned with the agricultural 
classes while the latter interested himself in the problem of the 
urban artisans. The characteristics of the two types of co¬ 
operation shall be studied later on. But the fundamental 
principles are the same in both the cases. 

The meaning of Co-operation 

The theory of co-operation is, very briefly, that an isolated 
and powerless individual can by association with , others and by 
moral development and mutual support, obtain in his own 
degree the material advantages available to wealthier and 
powerful persons and thereby develop himself to the fullest 
extent of his natursd abildes.’ Co-operation in its technical 
sense to eHminate all the evils of capitalism by nuddng 
the mi^l|yee8 their own employers in a collective capacatyt by 
remo^^ &e depmdence on middlemen and on bankers on 
the part of or#s»Xy wbihers. ^ The co-opemtive sprit U appli¬ 
cable to aB the bnnches of economic life, though so far no 
riiorongh gttmipt has been made to realise it in all its varied 
wrnnu 
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Origin of Co-operation in India 

The main impetus for starting co-operation in India came 
from the stupendous problem of rural indebtedness. The various 
Takkavi Acts, the Land Improvement Loans Act of 1883 and 
the Agriculturists* Loans Act of 1884,—all had failed to give 
genuine relief to the ryot because of their hopeless inadequacy 
and their element of red-tapism. The grip of the Mahajan 
thus continued unabated. 

In 1883 at the instance of Sir William Wedderburn and 
Mr, Ranade, some of the capitalists of Poona formed a Com¬ 
mittee for setting up a bank for financing the ryots of the 
Purandhar Taluk. A capital of Rs. 10 lakhs was raised, and the 
Government promised certain facilities and concessions as re¬ 
gards the working of the proposed bank. The scheme moreover, 
met with the approval of both the Bombay Government and 
the Government of India. But the then Secretary of state 
turned down the scheme, as in his opinion it was both finan¬ 
cially unsound and unnecessary. 

In 1884 the Viceroy in a Dispatch to the Secretary of state 
for India emphasised the necessity of a private bank for 
replacing the money-lender, but no fruitful result came out 
of this representation. 

A few years later, the Madras Government entrusted Mr, 
Frederick Nicholson, one of its ablest civilians, who had made 
a special stud) of the land banks in Europe, with an inquiry 
about the feasibility of starting some forms of agricultural 
banks for relieving the ryot of his staggering burden of igdebted- 
^ness. Mr. Nicholson published his famous Report in 
1895-7. In that Report, Mr. Nicholson strongly advocated the 
starting of co-operation in India as the only possible solution 
£i the rural credit problem* observed that conditions in 
Mia were not far difieient from those presaiUngln Germany 
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At the time of the introduction of cooperetion; that land 
mortgage banks ware suitable only for large cultivators of whom 
Jndia had very few ; that the Government would not start such 
banks, as its resources were not adequate to the demand 
of the ryots, as there would be too much official interference 
which would be demoralizing to the borrower and odious to 
the creditor, and as it was impossible to satisfy the chief test of 
credit, namely proximity and safety to the lender, and facility 
to the borrower. 

In 1899 the Madras Government, after receiving the Report, 
declined to take any action thereon, as in its opinion, the 
problem of rural credit was not at all urgent. This amusing 
decision seems to make a nonsense of its own previous action 
in setting up the whole Enquiry, and is a very illuminating 
illustration of the mysterious peregrinations of the official mind. 

Meanwhile Dupernex, another civilian of the United 
Provinces had published a book entitled tke PtopUi 
Bank of India wherein he also advocated co-operation. Both 
this book and Nicholson’s report now attracted widespread 
attention. A few civilians in Bengal, the Punjab, and the 
U. P. now started some Co-operative Banks in their own 
district on their own initiative. But it was realist that these 
BaAks could not function properly under the existing 
joidt stock companies’ Act, and that special legislation waa 
necessary for that purpose. 

In 1901 the Famine Commission lent its authoritative 
'Support >to the idea of starting co-operative rural Banks of the 
Raiflfbisen type. In the same year Lord Curzon set a Com¬ 
mittee under Sir Edwaid Law. The lecommendktions of that 
Committee were incorporated in a Bill introduced in the 
Imperial Le|dshttive Council in 1963^ which became Coe* 
'Opsrarive Credit Societies’ Act of 1994^ ’ 
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The Fiftt Stege t Tbe AK^t of 1904 s Ht ttUkiii' 

provitioiift 

C(H>peration was officially set up in India with the passing 
of the Act of 1904. The Act was restricted mainly to credit 
c<MiperaUon of the primary type. 

(1^ Any ten persons could form themselfife into a legistered 
co-operative society, provided ^hey came from the same 
village or tribe or clan. Credit societies were rural or urbak 
according as four-fifths of the members were agriculturists 
or not. 

(2) In the case of rural society the liability was unlimited^ 
while as regards urban society, the matter was left to the 
discretion of the society. 

(3) The whole profit of rural societies would normally 
go to the Reserve fund^ which was reduced to one-fourth in the 
caae of urban societies. 

(4) There was provision for raising share-capitfil in the 
case of urban societies, but no individual's shares were to 
exceed ono'fifth of the total or the value of Rs. 1000. 

(5) Every member had one vote only. 

(6) The capital in the case of rural societies was to consist 
primarily of deposits from members, and secondly of loans 
from outside besidet ordinary fees for admission eftc. 

(7) Loans could be given to members but punctuali^ 

of repayment was ins&Wl upon. > , 

(8) The period fot repayment was amri^^l^nger in case 

I of rural societies (^mpared^to the urban ones. 

(9) The Government iippcnntodn aub- 

e^nates in daeh province for guidance * 

' (10) The Oovefrnnent .also grat^ 'oeiinin concessions 

^ 0 ^ as, exemptions from arid 

tioA Ibes; priority ov^ ordinnrg bf menffims 
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*next to brnd^fevenne/i &ee Goremment ‘>ai^d «o0e 
monetary h€lp, : 

Uaderlj^g prineiptef of the Act of 1904 

The Co-operative Credit Societies* Act of 1904 was obvioudy 
based upon the fundamental principles of the Raiffeisen and 
‘Schulze-deltisch types of primary credit banks. The spirit and 
the purpose Of the Act can therefore best be grasped after a 
previous study of the characteristics of the two original models. 

Characterittici of the Raiffeiaen Society 

(1) Limited area of operation. Generally there is one 
bank for one village. This is necessary for ensuring proper 
•supervision over the borrowers. 

(2) JVo shares or very small shares. This is the funda- 
rmental principle of co operation which distinguishes it from 
Joint stock companies where share-holders are moved by profit 
motive rather than by service motive, 

(3) Unlimited liaiility. This is also another distinctive 
feature of cd-operation. One for all and all for otte—This 
is the co-operator’s motto. 

(4) Loans for productive purposes only aijd to members 
onfyf as far as possible. 

(5) Loans for fairly long periods with facilities for repay¬ 
ment by instalments. 

(6) All profits to go 10 the permanent Reserve-fund. 

(7) Democratic management, and honorary admimstratjk^n. 

(8) Advancement of moral as well as economic woff*deing 
<of 

gf the Sdudee^Ulach type ^ 

' ^ These scnherte are meant fbtlha uthan 

esdt they me move businoSp-Rke tiban the .Ralffste 
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society. The characteristic features can be aummed up as- 
follows: 

(1) Wider area of operation. 

(2) Predominance of share capital. 

(3) Limited liability. 

(4) Loans for short periods only. 

(5) A small reserve fund. 

(6) Payment of dividends. 

(7) Paid administration. Employment of efficient servants. 

(8) Emphasis on the business side rather than the moral 


Primary Societies in India and Germany : 

A comparison and a contrast. 

Like the Raiffeisen societies in Germany, the rural credit 
societies of India are based upon the principles of proximty^ 
simpHdty^ elasticity^ solidarity^ foiiltty, and thrift. The 
ordinary ryot can easily understand the procedure of the society, 
and also can procure the necessary loan provided he can 
convince his neighbours about his honesty and repaying capacity. 
This is all in line with the co-operative spirit. 

Rut vdth these points of similarity, the Indian credit society 
differs from its European model in the following respects ; 

(1) Loans are granted for some unproductive purposes, 
such as expenses on marriage and sradh ceremonies. Thia 
deviation could not be helped, as the expenditure on such 
occasions is compulsory according to social mandates, and the 
absence of accommodation on these occasions would drive the 
ryot into the clutches of the Mahajan against whom the whole 
co-opes%tive Movement is (mmarily directed. 

in «ome rural societies, notably in the Punjab, sharea 
aief issued. This has been found to be necesyaiiy in order to 
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swell the capital resources of the society. Ordtnanly» the 
capital of a rural society is laade up of the deposits of the 
individual members. In India^ the peasants are so very poor 
that they can hardly save any thing which they can deposit 
with the village bank. Hence the necessity of issuing 
shares. 

(3) Rural societies in India usually do not grant loans 
purely on personal credit. They also insist on some form of 
security as a guarantee of repayment. This feature makes 
Indian rural societies resemble more the land mortgage banks 
than the co-operative societies proper. 

( 4 ) Rural societies in India are far from being democrati¬ 
cally managed. There is too much of official intervention 
and official control. This defect could be avoided if the 
communal life of Indian villages had been revived, and 
all the elements of local leadership were harnessed to the 
cause of co-operation. 

The Second Stage : The Act of 1912 : 

The Act of 1904 was revealed by experience to be too 
nanow, as it sought to confine the co-operative * movement to 
purely credit societies. By the operation of natural forces 
various secondary bodies such as guaranteeing unions and 
central banks, as well as non-credit co-operative societies 
came into existence which, however, did not receive official 
recognition. 

Accordingly, in 1912 a new Act was passed in supersession 
of the old Act, which gave official recognition to the complex 
types of co-operative societies which had already come into 
existence. With the passing of the Act, the Movement entered 
on the iemi stage of its progress* 
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(1) Besides primfiff sodedes, the Act recognised fAm 
types of co-operative central societies: 

(a) Unions^ whether guaranteeing or otherwise. 

(b) Central Banks* 

Cc) Provincial Banks* 

(2) The Act also recognised non-credit forms of co-opera¬ 
tive societies. 

(3) As some amount of share capital had entered into 
unlimited rural societies, permission was granted to declare 
dividends with the previous approval of the Government. 

(4) The old distinction between rural and urban societies 
was replaced by a new distinction between limited and unli¬ 
mited ones. 

Though, however, the Act of 1912 recognised co-operation 
in all forms, the preponderating element in Indian co-operation 
has always been credit. This is but natural not only because 
credit is the simplest form of co-operative endeavour that can 
be introduced among a largely illiterate rural population, but 
also because credit continues to be the most insistent need of 
the Indian cultivator, who is weighed down by the burden of 
usury and chronic debt which crush the ‘iife and thought” of 
rural India. 

Thd Third stage : Recommendations of the Macla* 
gan Committee 

With the publication of the classic report of the Maclagan 
k Committee on co-operation in 1915, the movement entered on 
its tMrd stage of development. The Cmnmittee, while 
emphasising the importance of rural cred|| eQoi6itiiss» insisted 
upon sound cooperative and bu^MSs-lihe {H^lptea for 
inefdottion among members* < ‘ 

, (a) The principles laid down are as follows : 
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(1) Knowledge of co-operative principles. 

(2) Honesty in administration. 

(3) Dealings with members only. 

(4) Loans not for speculation. 

(5) Careful scrutiny and strict vigilance before and after 
malting advances. 

(6) Ultimate responsibility to rest with members and 

office-bearers. 

(7) Promotion of thrift and formation of a good reserve 
fund. 

(8) Only one vote for one man. 

(9) Capital to be raised preferably from the members and 
their neighbours only. 

(10) Punctuality of repayment. 

(b) The Committee further recommended somewUat 
higher rates of interest on deposits from members in order to 
promote the habit of thrift. Deposits should also be encouraged 
to be long-term rather than short-term. 

(c) The Committee also emphasised the importance of 
thorough audit and supervision in order to prevent bad manage¬ 
ment and embezzlement, and to inspire the confidence of the 
investing public. 

(d) Finally, it is to be noted that it was largely as a result 
of the recommendations of the Committee, that Provincial 
Banks were established In almost all the Provinces. 

The Fourth stage : The Reforms Act of 1919 

The movement entered on fourth stage of Its 4«vel0pm^t 
Itifh the iaangiiration of tfae^Montagu-Cbelmsford cODStittitidti. 
Since then It began to be administered by the responsible 
ministers of the Provincial Oovemments, The first effect was 
ft large addition to the number of societies all over India, 
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although} of latO} consolidation rather than expansion haa 
become the key-note of the movement. 

The Fifth Stage 

The fifth and the final stage of the movement may be said 
to have been reached with the establishment of the Reserve 
Bank of India in 1935. The Provincial co-operative Bank 
has become statutorily linked with the Reserve Bank in 
various ways. For instance, the Reserve Bank has been allowed 
to purchase, sell, and rediscount agricultural Bills and Promis¬ 
sory Notes endorsed by a Provincial co-operative Bank ; drawn 
for the purpose of financing seasonal operations, or for the 
purpose of the marketing of crops; and maturing within nine 
months. Unfortunately, however, the Reserve Bank has not so 
far adopted a more liberal policy for helping the co-operative 
movement through its Agricultural Credit Department. The 
Committee, recently set up by the Reserve Bank for investiga¬ 
tions and recommendations, has come to the conclusion that 
nothing further can be done to help the rural societies unless 
they prove themselves to be credit-worthy. 

Different tjrpes of Co-operative societies : 

_ H 

(1) Primary Agricultural credit society : 

Constitution and Function 

The financial structure of CoK)perative credit is based upon 
the Primary societies and the greatest expansion of the 
co-operative movement has taken place in this direction 
as in 19334 the total number of primary credit societies 
was 78,758 with a total capital of Rs. 33,98,77>937. Th^ 
are associations of borrowers and non-borrowers, consisting 
of the residents cA the locality who know one another and may 
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naturally be expected to take interest in one another’s affairs. 
They bring together persons of different status in life belonging 
to different creeds,and castes^ into a common economic organisa¬ 
tion and help to foster the true spirit of co-operative brother¬ 
hood* 

Every resident of a village, provided he is a person of 
good character, is eligible for membership. As liability is 
unlimited^ the tangible assets of the society consist of the 
property possessed by all the members thereof, the details of 
which are entered in the '^Property-statement'* of the society, 
which document, is periodically revised. 

In some cases members contribute a small share capital. 
In the opinion of the Central Banking Enquiry Committee, 
the encouragement of subscription to share-capital by 
members as a method of collection of savings is to be preferred 
to a system of compulsory deposits. These societies are 
expected to raise locally, on the joint liability of members, 
capital to be lent out to the members. And whenever neces¬ 
sary, the local capital may be supplemented by small loans 
from the state, deposits from friendly non-members, and 
loans from Central and Provincial Banks. 

I 

How loans are to be advanced and collected. 

Definite principles have been laid down in the matter of 
the grants, utilisation and recovery of loans ; some of which we 
have already noticed, while studying the provisions of the Act 
of 1904 (vide ante). Briefly speaking, the loans are not to be 
advanced for an unproductive or wasteful object. The Indivi¬ 
dual maidmum borrowing power of the members a 
definite proportion to the individual assets of the membem, 
and does not ordinarily exceed 50 p.c. of the value there-of. 
The maximum borrowing power of the society as a whole is 
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.also fixed as a definite fraction of the net-assets of all the 
members composing it. 

Finally although these societies, especially the Agricultural 
ones, are theoretically based upon the principle of unlimited 
liability, in practice, as Mr Calvert has explained, the loss in a 
co-operative society will fallon the member, secmdly 
on his sureties, thirdly on the reserve, fourthly on the share- 
capital,^M^ on the unlimited liability of the members and 
finally on the creditors of the society. 

The management of the society. 

The management of these societies is democratic and 
honorary. There are two managing Bodies ; namely, a General 
Committee consisting of all the members; and a Managfn^ 
Committee^ which is a smaller body consisting of 5 to 9 
members elected by the General Committee from among its 
members at its annual general meeting. The Managing Com¬ 
mittee is responsible for the routine and executive business of 
the society. The General Committee, however, retains control 
over the budget and the fundamental business of the society. 
There is also a paid secretary to the society. The object of 
the society is to prevent the cultivator from falling into the 
dutches of the mahajan as also to rescue him from his ovei^ 
whdming burden of indebtedness. The last object, however, 
is quite impracticable in as much as these primary credit 
societies can lend only short term and intermediate credit, 
and that too, within very definite limits, whereas indebtedness 
can be removed only by long term credit of a rather large 
amount. 

Disputes between aaOciety and its members are submitted 
gencmdlyto arbitratton as legaf proceedings would be very 
costly, 
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Finally, as regards dissolution of an unworthy society, 
necessary powers have been given to the Registrar, though it is 
to be hoped that si^ powers would be exercised sparingly, 

Non-ftgricullural credit society. 

Although the co-operative credit movement iRimarily 
came into existence for conferring financial relief on the peasant, 
the need for similar facility for the non-agricultural classes 
came to be felt from the very beginning. The' example of the 
Schulze Delitsch type of credit society came to be copied in 
the organisation of these societies. We now proceed to 
indicate briefly the principal types of Non-agricultural credit 
societies prevailing in India at the present moment. 

(1) Peoples' Banks —^These institutions are meant especially 
for the benefit of the middle class people especially in those 
areas which suffer from a deficiency of joint stock Banking. 
With their help local trade is being developed or -fostered in 
areas where otherwise population and industries are dwindling, 
and small artisans and citizens in every walk of life are 
acquiring the Banking habit. 

(2) Thrift and life insurance societies -They promote 
thrift by collecting the savings of the people aifd investing 
them in the best possible way. Some of these societies also deal 
with Life insurance business. They are much developed in 
Madras. 

^ (3) Artisan They seek to confer on artnans tha^ 

same benefits which Agricultural aocieties do to the ryot Here 
metabeiship is open to the followers of a particular ocdi^ion 
and die Bat^lity unlimited. So £iu, » few credit sodetiea 
hgve been organised' for basket-tmdceiS) pot‘8aakers» Hanki- 
smiths, carpenters etc.« There is a great sc^ for die deirelopK 
ment of such societitsiD aid of fodlsn CcWge Indnstiies. 
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(4) Societies for Mill-hands The problem of indebted^ 
ness is as much severe for the factory-hands as for the ryots. 
The ordinary labourers fall into the clutches of the jobbers in 
the absence of proper credit facilities. The social service 
league in Bombay has organised some societies for the benefit 
of factory workers. The illiteracy and the migratory character 
of labourers, however, is a great obstacle. 

(5) Societies for depressed classes :—In Madras and 
Bombay some credit societies have been organised by the 
Social Service League and the Servants of India Society for the 
amelioration of the conditions of the so-called untouchables. 
Here, too, there is a great scope for development. 

(b) Societies for clerks :—^The employees of large firms 
and of Government Departments especially in the lower-grade 
are generally involved in debts as they try to maintain the 
middle class standard of life with very small income. Credit 
societies, wherever they have been formed, thus supply a genuine 
need. There is a clear case for the establishment of such 
societies among the school teachers and the under-paid lecturers 
of private colleges. 

(7) Communal societies Credit societies based on 
communal lines should be discouraged ; as thereby the whole 
spirit of the co-operative movement is likely to be destroyed 
by the inoculation of the communal virus. 

J^on-credit agricultural movement. 

Experience in Europe specially in Denmark has proved 
that agriculture can gain in many respects besides credit 
the co-operative movement. With the help of co-o{ierEtive 
societies peasants can dispense with middlemen of all sorts, 
and purchase agricultural tools^ manures, seed etc. at reduced 
p^ces and sell their products at a reasonable price. Thus the 
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non-credit agricultural movement aims at the elimination of the 
middleman from the first stage to the last. In India a great 
deal of progress has yet to be made in this direction before 
the peasant can reap all the benefits he might have obtained 
from Qo-Operation in this wider sense. 

Nevertheless, here and there some start has been made. 
For instance, we have got some Cattle Insurance societies^ Cattle 
breeding societies^ fencing societies^ Co-operative Irrigation 
societies^ Land Improvement societies, Dairy societies and 
societies for the consolidation of holdings, though so far only a 
beginning has been made. As Dr. Clouston has said : “The 
good work done by the cotton sale societies in Bombay, the 
irrigation and milk societies of Bengal, the co-operative seed 
societies and Dairy societies in the Central Provinces ; and 
the societies for the consolidation of holdings, clearance of 
silt in canal and sale of farm produce in the Punjab, encoura¬ 
ges one to hope that, given the necessary organising staff, 
co-operation will play, in course of time, as great a part in 
assuring the cultivator of the full return of his labour, as it has 
in providing him with cheap capital.” To fulfil the promise of 
co-operation however, much closer co-ordination, between the 
Agricultural and Veterinary Departments on the one hand, 
and between the Agricultural and the Co-operative 
Departments on the other hand, is necessary. 

Multiple-purpose vs. single-purpose society. 

Divergent views have been expressed as regards the feasibi- 
4ity of starting multiple-purpose Co-operative societies 
even where members for one purpose are not necessarily those 
for other purposes. The Maclagan Committee, for instance, 
observed, *Most forms of agricultural nonrcredit societies, 
4 ind specially those for the supply of,seed and implements can, 
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in our opinion, best be combined with credit societies,' The 
main arguments for such a multiple purpose society are two¬ 
fold : (1) the lack of competent officers for the several societies 
of a particular area, (2) the greater concentration of efforts 
which holds the promise of greater success. 

On the other hand, there are critics who have pointed out 
the demerits of this system. The Central Provinces Committee, 
for instance, have objected to such amalgamations because 
“Failure of a form of Co-operation for which the people are 
not ready may prejudice a form which would otherwise be 
successful.” It is further objectional for a society with unlimited 
liability to embark upon any functions involving financial risk. 
The Committee, however, do not object to the multiplication 
of functions of limited liability societies, or to the combination 
of better living or better farming societies with societies of 
unlimited liability. Similarly, the Madras Committee recom¬ 
mended that selected co-operatives should also cany on village 
sanitation and village improvements. 

Noir«redit non-agricultural society. 

These societies have also got to play a very large part in 
the economic regeneration of the artisans and the lower middle 
classes. 

The main types prevalent in India are briefly enumerated 
below ; 

(/) Artisan society Jor purchase and sale As the Maclagan 
Committee has observed, successful attempt have been made 
.to arrange for the puicliase of yam and silk for weavers, cane 
for basket-makers, timbers for carpenters and implements for 
aeveral industries. There is an excellent field for co-t^perative 
endeavour in this direction in‘file cotton hand-loom industry. 

( 2 ) Unskilled lahoufm" Madras te find some 
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co-operalive societies 'which undertake contracts for earth<work, 
Road-repairs, etc. The scope for sach work, however, is 
strictly limited. Moreover, a great deal of opposition has to be 
faced from the vested interests of private contractors. 

(3) Co-operative stons: —Co-operative stores as a device 
for eliminating the middleman in our ordinary day to day 
purchase have made the greatest progress in England where the 
Rochdale pioneer’s society and the co-operative whole sale 
society have got branches almost throughout England. In 
India, however, the progress achieved in this direction is 
unsatisfactory, there being only a few successful co-operative 
stores like the Triplicane stores of Madras and the* Railway 
stores in the United Provinces and Bombay. The main reasons 
tor the comparative failure of the movement are want of loyalty 
on the part of members, absence of good management, the 
small margin between whole-sale and retail prices and absence 
of a large class of people with settled incomes and well-planned 
expenditure. 

(4) Housing societies Co-operative bousing has played 
a very large part in the solution of the housing problem of 
British labourers. In Bombay there is a Co-operative Housing 
Association under whose auspices a number of housing societies 
has been constituted for the benefit of the middle class people. 
There are four main types of housing societies : 

(1) Zand societies —which only purchase the building plot 
for their members. 

t 

(2) Mutual Benefit lending societies —which build honttee 

on a co-operative basis with the ultimate purpose of transferring 
ownership tjo the members. ' 

(3) Tenant co-partnership mffel^i^by which hbtoes ath 
jointlfr bttUt and Jointly tmsoA aal maintained, ihb nteetey 

11 
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6 inds, coming from the shares held by members and loans 
raised on the security of the Joint property. 

(4) Societies for hiring and purchasing houses —which seek 
to rent houses to factory hands at a cheap rate. 

Having discussed the main types of Primary societies^ 
credit and non-credit, agricultural and non-agricultural, we now 
proceed to consider the higher types of co-operative organi¬ 
zations in the co-operative hierarchy. The three main 
types are : 

(1) Unions* 

(2) Central Banka* 

(3) Provincial Banks. 

In 1933'34 there were altogether 878 Unions with a 
total working capital of affiliated societies amounting to over 
Rupees 27 crores; 603 Central Banks with the working 

capital of over Rupees 30 crores, and 10 Provincial Banks 
with the working capital of over Rupees 11 crores. 

We now proceed to give a more detailed account oi the 
three main types of co-operative central societies. 

1. CO-OPERATIVE UNIONS: DIFFERENT TYPES. 

A union consists 5 or more societies usually situated 
within a maximum radius of 5 to 8 miles from the union head 
quarters. 

A union committee, consisting of the representatives 
of the various member societies, manages its affairs. The 
^functioris of the union consist of supervising the affairs 
<st the member societies, and forming a link between the 
Primary societies and the Central Baidcs. Unions came into 
existence as the requisite trained personnel for the work of 
e^lMeamsion was not availetde in every village., These onions 
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aie local supervising agenciesi representative of and responsible 
to the constituent societies. The Maclagan Committee on 
Indian cooperation, which studied the working of the move¬ 
ment during 1914-15, urged that the local union, especially in 
areas where primary societies were financed by banks with wide 
areas of operation, served as a valuable agency for decentralizing 
supervision and for securing mutual control. The Royal 
cotnmission on Indian Agriculture also observed that the success 
achieved in securing federal control through local unions was 
satisfactory enough to merit the extension of the system and 
its furtherance by the grant of state-aid. 

Unions can be either, 

(a) Guaranteeing union —as in Bihar and Orissa and 
Burma, or 

(b) Supervising union —as in Madras and Bombay, or 

(c) Banking union in the Punjab. 

iA) The Guaranteeing union. 

It combines the function of supervision with a system of 
guarantee. The guarantee extends to the outside borrowings of 
constituent societies. This guarantee and the 'ivork of super¬ 
vision were supposed to be closely inter-connected, the 
guarantee being worthless without any mutual control, and the 
wo^k of supervision being considered effective only with the 
sanction of the guarantee behind it. In practice, however, 
the guarantee has proved wholly illusory in the provinces in 
which it was tried, and Bombay, the central Provindes and 

f 

Berar abandoned the institution more than a decade ago. In 
Bihar and Orissa, some guaranteeing unions still exists 
but they do not fqrm m inte^al part of the financial 
’Structure, ' ^ - 
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(B) Supervising unions. 

Unions for supervision were first started on a large scale in- 
Madras and are now an integral part of the co-operative 
financial structure of that province. Bombay also adopted 
this type of unions after its abandonment of the guaranteeing 
union. The principal duties of the unions in both the provinces 
are to supervise the working of affiliated societies, to promote 
the interests of their members, to see that the accounts are in 
order, to assist in preparing statements of credit, to stimulate 
the recovery of loans, to promote the spread of co-operative 
education and to help in organizing co operative activities for 
purposes other than credit. 

The membership of a union is generally confined to 20 to 
30 primary societies, and in area it rarely exceeds a Taluk. 
The union appoints committees which meet very frequently, 
and depute individual members or sub-committees to visit 
weak or defaulting societies and to assist them in all sorts of 
ways. But the principal work is done by paid supervisors^ 
who are being given the necessary training for their work. 

In the Punjab, Bengal, the central Provinces and Berar, 
and the U. P., there are no supervising unions, though there 
are provincial controlling federations. As these provincial 
unions are not federations of local union, they do not derive 
strength from the organized forces of local unions and in some 
of the provinces, the requisite cementing force is supplied by' 
the Registrar of co-operative societies. 

11. CO-OPERATIVE CENTRAL BANKS 

Thi oeeeaiitf for such Bankt** 

The need for Co-operative Central'Bluils in India arisen 
primarily out of the fact that our rural* credit societies are- 
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•seldom selNufficient in the matter of capital, and as such they 
are under the necessity of borrowing from abroad the capital 
needed for granting loans to their members. As it is hardly 
possible for isolated village banks to raise the necessary loan 
from joint stock Banks or from other sources, the necessity 
arises of creating special institutions which will aot as an 
intermediary between the rural co-operatives on the one hand 
and the money market on the other. The Co-operative Central 
Bank is the most important of such special institutions. 

As Dr. J. P. Niyogi has pointed out in a recent article, in 
Germany, Central Banks were established to balance the 
excess or deficiency in the capital of primary credit societies. 
In this country, on the other hand, the need for Central Banks 
was felt not so much for balancing surpluses as for supplying 
capital to credit societies that were started with little or 
no owned capital. 

It was felt from the very outset that Co-operative Central 
Banks should not be started unless some progrcsss was achieved 
by village banks. In 1907 Mr. Wolff expressed the opinion 
that time was not yet ripe for starting Central Banks, and that 
it would be belter for the future of the movement to build up 
from below. But very soon it came to be realised that Central 
Banks were necessary not only for giving financial aid to 
village societies but also for supervising and organizing their 
work. Accordingly, the co-operative Societies’ Act of 1912 was 
passed recognising* various forms of central co-operative Institu¬ 
tions. 

Different types of Central Banks. 

At first Central Banks were of iwo types : 

(1) 'The capUalistic^ and (2) th e purely c<hopefatim^ 

Tile capitalistic banks were ju^t ordinary joint stock 
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banks in which share*holders were individuals having little or 
no connexions with the borrowing village societies whose assets 
they never tried to appraise and to whom they lent money on 
the recommendation of the Registrar of cooperative societies. 
These banks were naturally unpopular and they either went 
out of existence or changed their character in the course of 
a few years. 

The pure type of co-operative banks, on the other 
handi was based entirely on cooperative principles. Here the 
share-holders were the ordinary village banks. But these banks 
were in advance of their times» and they were much handicapped 
on account of both paucity of capital and lack of proper business- 
capacity. 

As both the capitalisHc and the pure types of Central 
Bank were found to be unsuitable, the Government 
groped its way to a mixed type under which Central Banks 
could secure the services of individuals outside the co-operative 
organisation. According to this plan, the shares of Central 
Banks were divided into two classes : (1) J*reference shares- 

which could be held by individuals, and (2) ordinary shares 
to be held by affiliated societies. It is this mixed type which 
prkiominates in Bengal, and as many as 70 out of a total of 
118 Central Banks are of this type. , 

Besides the central credit Banks of the standard type, there 
are other special central societies in the difierent provinces of 
India. For example, 

(1) In the Punjab, there are 1 central Industrial Bank, 
5 industrial unions and 3 weavers’ unions exclusive of 33 other 
non-credit unions. 

(2) In the united Provinces, there are 5 agricultural 
supply societies, 2 industrial unions and 1 sale union, exclu¬ 
sive of one industrial federation. 
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(3) In Bengal, there are 6 milk unionst 1 wholesale society 
and 10 Industrial unions, exclusive of 2 propagandist unions 
and 1 Central Bank for inigation societies. 

Capital respurcen of Central Banks. 

The resources of Central Banks consist of their own share 
capital and Reserve funds, deposits of various kinds, Provident 
and saving deposits, overnlrafts and short term loans from 
Imperial Bank and some Joint stock Banks,' and loans and 
advances from the Provincial Bank and sometimes from other 
central and co-operative Banks. 

The position of Central Banks in some Provinces has 
become so stable that Municipalities, Local Bodies, Universities 
and other quasi-public bodies are allowed to deposit their 
surplus fund with them. These Central Banks are required to 
maintain adequate fluid resources to meet the depositors,’ 
claim, the standard being fixed by the Registrar. 

Recommendations of the Central Banking 
Enquiry Committee 

In order to protect the depositors’ interests, the Centra! 
Banking Enquiry Committee recommends that • the limited 
liability of the share-holders should be coupled with a reserve 
liability of the face value of the shares. It also recommends 
that Central Banks should start a bad-debt fund carrying a 
reasonable amount of the profits to that fund in addition 
to the statutory allocation to Reserve fund in order to provide 
against losses which may arise from part of the fund invested 
in Primary societies ultimately proving irrecoverable. 

Area of operation 

The area served by eaoh individual oo-operstlve Central 
Bank is not at all uniform. It varies from provinoe to provinet, 



ftad evta witljiin a partioutaar pfovinoa. OanaraUy aptakiag, it may 
be said that eioept in Bengal, Bihar, Orieea and the United 
Provinces, the district is the unit for the Central Bank. As Mr. 
H L Eazi has observed, the questions of the personnel and of the 
area of operations are closely inter'Connected It may be difiBoult 
to find a good personnel for running a pure type of bank, if its area 
is wide and its business is on an extensive scale On the other hand, 
for a bank with a small area and restricted operations, it is difBcult 
to find a better personnel than representatives of primary societies 
from among the local public not otherwise connected with the 
movement. 

Central Banks and individual borrowers. 

During the earlier days of the Movement, there was a lively 
controversy on the question of central Banks having direct 
undertakings with individual members. The Maciagan Committee 
condemned the idea, and the loans due by individuals now consti¬ 
tute less than 2% of the total working capital of central Banks. 
These consist either of previous loans still under recovery or fresh 
advances by some banks to members against their deposits with 
them The latter practice is not at all objectionable, as it amounts 
to a prepayment of a part of the deposits, and also helps to attract 
depositors to a bank Central Banks also occasionally advance 
loans against agricultural produce This type of business is 
certainly not suited to the nature of Central Banks. In the opinion 
of Mr. Eazi it is permissible only in centres where there are no 
urban banks or primary societies which can take up this business, 
and when the Banks (central) concerned have actual surplus funds 
on hand, after fully providing for the needs of their constituent 
societies 

Central Banks are not allowed to handle other types of business 
with private individuals for the following reasons : 

(1) The staff that is trained for examining the credits of rural 
societies may not be competent to form any correct estimate of the 
financial credit of private individuals. ^ . 

(fii) See§ndlu$ if relations with individual members aM 
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started, then will be bo fwogteeB towards the fidetal form d 
organisation. 

I 

How Central Banks can grant loans. 

The main functions of Central Banks are, therefore, closely 
oonnected with the numerous village banks over which they preside. 
*Tn India, where more than 60% of the resources of primary agricul¬ 
tural societies are derived from central financing agencies, these 
latter institutions not only have a vital interest in the financial 
safety of the primary societies to whidi they provide credit, but 
they more than any other agency within the Movement, are in a 
position to ensure that the suggestions made and the directions 
(given) will be carried out’’ As a matter of fact, in most of the 
major provinces of India, Central Banks are interesting themselves 
in the work of inspection The task of inspection generally involves 
enquiries regarding the security provided by borrowing societies 
and their financial strength 

As regards loans, it is laid down that village societies holding 
shares in Central Banks shall be entitled to a maximum amount of 
accommodation equal to ten times the actual paid-up 
value of shares held Within this maximum, the actual 
amount of loan is determined by the normal credit of a 
village society which is the sum total of the normal 
credit of all the individuals comprising a particular society *'The 
normal credit of an individual member represents his annual 
recurring expenses for seeds, manures, payment of labour and 
maintenance of family." During the last economic depression. 
Central Banks committed a great mistake in investing short term 
deposits in long term loans, with the result that a large part of 
their working capital became unrealisable Though reform 
measures are being adopted, recovery can only be slow and difficult. 

^III. PROVINCIAL CO-OPERATIVE BANK 

The Importance of such Banh, 

Presiding over the primary-societiies and the centrg] thanks. oft 
-a^ffovince, there are in all the provinces ofrBritish'fodia excepr 
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the United Provinces, Provincial co-operative Banks which act 
as financing agencies and balancing centres to the central banks. 
The constitution of the Provincial Banks is governed by the 
same principles as that of Central Banks, and the ideal is the 
same in both the cases. i.e» Provincial Banks can be capitalistic^ 
purely C(hoperative and mixed ; and the mixed type seems to be 
most suitable at present. Many of these Banks enjoy cash 
credit and overdraft arrangements with the Imperial Bank and 
other joint stock hanks. They also get short term money and 
call money from many commercial banks. Money flows 
from the Provincial Bank to the Central Bank, and from the 
central bank to the rural societies and from them to the 
individual borrowers. “The underlying idea is that the 
resources of the society should be made available to thousands 
of small cultivators who need accommodation, thinning out the 
stream of the water collected, sending it in rills over a broad 
surface, so that irrigation may be perfect, and reaching every 
root to be watered.” 

Imperfect control over Central Banks. 

Although the Provincial Co-operative Bank is supposed tO' 
control and supervise the afiiliated central Banks, the actual 
position is somewhat anomalous as there is hardly any prohibition 
of dealings of Central Banks with outside banking agencies- In 
Madras, for instance, central banka have regular overdraft 
arrangements with the Imperial Bank of India, these credits being 
secured on the demand promissory nbtes of agricultural societies. 
Similar arrangements as regards advances on the security of 
Government paper prevail in Bombay and the Punjab. In Bombay 
the deposit of surplus funds with joint stock banks is permissible, 
while in the Punjab a Central Bank may lend to a Banking union 
in its diatriot. The general tendency, however, Is for central banka 
to givo up borrowing firom joint atook banka or intar-landing among 



CO-OPERATIVE MOVEMENT IN INDIA 


171 


themielTea, And to regard the apex bank ai their only link with the 
wider money market 

The apex Banki, in their turn, apeoialiy in Bombay* the central 
Provinces add Berar have been trying to ensure unity in policy and 
uniformity of practice among the different central Banks but in 
the performance of this task, these institutions have to face many 
difficulties and to overcome the natural aversion to outside inter¬ 
vention arising out of want of appreciation of the meaning and 
value of federal control. So long the only oo ordinating agency has 
been apparently the Registrar ot co operative societies who has 
been empowered to exercise control over all co-operative Societies. 
But the need for some form of federal control through a federal 
organisation, so essential to the healthy growth of the co-operative 
movement, can not be supplied by an individual officer, however, 
able, not responsible to the movement. Nor is there any ground for 
thinking that the Registrar is technically always qualified to offer 
the required guidance That is the reason why the Punjab Govern¬ 
ment appointed a banking Adviser to the Provincial and central 
co-operative banks of the province. In other countries, this unify* 
ing element is supplied by the national banks or national federa¬ 
tions themselves In India, although centralization is repugnant 
to the trend of co-operative development, the need for some 
measure of unifiication is being increasingly realised “Without 
some measure of unification the co-operative movement in the 
different provinces will not be in a position to develop to its fullest 
capacity, to withstand the oposition of powerful organised banking 
interests and to secure due recognition from the Governmet 

Idea of an All-India Institution 

The Maolagan Committee Recommended the establishment of 
an AlMndia Oo*operative Bank to co-ordinate the co-operative 
activities of the different provinces and to serve as an apex bank 
for the different Provincial Banks In the present stage of our 
co-operative development, however, such a central institution 
seems to be neither practicable nor desirable. The necessary 
unifying and co-ordinating agency can be found in the Indian 
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ProTinolal Co-opsraiive Banka* i^aaoeiation, tba All«>Tndla ao-opara- 

tive Institutea’ AasooSation and the Reserve Bank of India 

» 

A general evaluation of the co-operative 
movement in India. 

Achievements' of co-operation 

a 

Over 3D years Have passed since the co-operative movement 

I 

was introduced in India and it is now possible to point out both 
its failures and its achievements. It is indeed very easy to 
condemn the movement as rural India is not flowing with 
the milk and honey which was anticipated by the original 
pioneer.^ and early prophets. Nevertheless, it is possible to 
point out some solid achievements on the credit side. 

(1) The most cheerful side of the picture is the /lerf/a- 

fim in the interest rates of money-lenders wherever co-operation 
prevails. The cheaper credit made available by co-operative 
societies has resulted in much saving, estimated by Miss Hough 
at about 3 crores of Rupees. On the other hand, it is quite 
possible that the attraction of a cheaper credit has tempted 
the more improvident into greater embarrassment. 

(2) Secondlyf it has fostered the Banking habit among the 
people and the little amount of hoarded wealth among the 
rural people is being gradually coaxed into fruitful employment. 
Co-operative Banking with a total working capital of over 
Rs. 99 crores has now become an important factor in the 
money market of the country. 

(3) Thirdly^ co-operation has promoted the habit of thrift. 
Though doubts have been expressed by several Provincial 
Banking Inquiry^ Committees on this point, the Bengal 
Committee is certain that greatest beneflt that this 
movement has imparted to its members, is the inculcation ol 
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the virtue of thrift.” The development of Insurance societies, 
and the increased use of the *'home-saving boxes are hopeful 
signs in this respect. 

(4) Fourthfy^ co-operative societies serve as a ^od ira i^ 
nin^ zround for th eir mem bers in business methods an d 
Iwdership. The last objective is not properly fulfilled on 
account of too much official interference. 

(5) Fifthlyy co-operative societies have sometimes made a 
large contribution to chantabU and pub l ic health purposes. 
The Gavja cultivators’ co-operative society, for instance, has 
maintained three charitable dispensaries and one well-equipped 
veterinary dispensary for the welfare of the poor ryots. 

(6) Sixthly, Agn:ultute, India’s prime industry, has 
benefited in a Variety of ways from co operation. In the Punjab, 
co-operative Societies for the consolidation of agricultural 
holdings have been remarkably successful Co-operative 
Irrigation Societies in Bengal, Land Reclamation Societies' in 
Madfas, Better Living societies for discouraging un-necessary 
expenditure, Arbitration societies for reducing the amount of 
litigation, and Better farming societies,—all these different forms 
of co operative activity have conferred much benefits, direct 
and indirect, on the Indian agriculturist. Above all, coK)pera- 
tion has rendered easy the work of the Agricultural Depart¬ 
ment. “It has provided the means whereby each improved 
variety of seed can be obtained from the government farm for 
each village over large areas, it has enabled the purity of the 
seed to be maintained and the best price to be secured for the 
produce, it has placed within the easy reach of the cultivator 
cheap manure and implements tested and approved by experts ; 
it has supplied to cattle breeders bulls of superior strains for the 
improvement of the village herds; and it has provided the 
tneans by which useful information can be dissmnitiatedv ’ In 
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short, co-operation has helped the peasant to realise the ideal 
of better farmings better business and better living, 

(7) Again t factory labourers, artisans, Depressed classes 
as well as some of the lower middle classes have been benefited 
in various ways. Co.operative Housing schemes, for instance, 
have been a great boon to the factory hands. 

(8) Lastly^ co*operation has conferred intellect ual 

and moral benefits on the rural people. It has brougnt abour 
a feeling uf unity amon’^the masses who have been divided 
by all sorts of distinctions of caste rnd creed. 

As Lord Lintithgow has observed, ‘'Mere numbers are not 
a measure of success in co-operation. Quality is the test and 
qualities are to be measured as much by the extent to which 
membership improves the general outlook of the individual 
members as by any betterment that it may effect in bis 
economic conditions.” 

Increased openness to suggestions of improved methods of 
production is certainly an important product of the move¬ 
ment. Moreover litigations and extravagance, drunkenness and 
gambling are all at a discount in a good co-operative society. 
The movement has awakened in some cases a keen desire for 
education and higher standard of living. In short, the co-operar 
tive movement might easily result in a revival of the old 
corporate life of the villages, of ”an antique world, when service 
sweat for duty, and not for praise.” 

Defects of the movement. 

When all is said and done, however, we cannot be bind 
to the signal failures and short-comings of the movement 

All the benefits that we have just enumerated have 
been realised a ury limited extent. Co-operative credit 
has met some amount of prosperity only in those regions 
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where the monsoon is normAl. In other regions overdues 
are highly excessive. 

Secondlv^ ^<^ t has been generally defects owing to the 
lack of trained auditors, hence cases of bad management and 
embezzlement are not rare. 

Thirdly —Co-operative finance has been i nelas tic, dilator y 
and inadggpate. 

According to the various Provincial Banking enquiry 
Committees, Co-operative credit societies have been responsible 
for 2 p.c. of the total credit in Bihar and Orissa, 5*3 p.c.. in 
Bombay. The result is that the cultivator who is a member 
of the credit society has to resort frequently to the money-lender 
as well for accommodation. The remedy for these defects 
lies in fixing the credit limit of each member in advance 
of the season ; and in making arrangements for securing the 
necessary finance in time. Moreover co-operation in itself cannot 
remove the huge agricultural indebtedness of the country for 
which land-mortgage Banks, as we shall see in the next 
chapter, are essential. 

Fourthly-^ kgx\ojL\bix 2 \ c redit has been too costly in as much 
as most of the capital of the primary societies has to be 
borrowed from outside at a higher rate of interesft. We might 
also observe in this connection that the policies pursued form¬ 
erly by the Imperial Bank of India and now by the Reserve 
Bank are not calculated to give the movement the necessary 
amount of support. 

Fifthly —The co-operative movement is still predominantl y 
^ movemen t. In 1929-30 credit societies represented 
almost 85 per. cent, of the primary societies. Consumers* 
cooperation,, producers’ to-operation, and co-operative market-'* 
ing,—all these biases of the movement have been exceedingly 
disappointing, 
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5w;M/ y-*The development of co-opeiation has been much 
han'dicapped by the illiteracy and lack of proper business- 
experience of the average member, the shortage of funds at the 
disposal of primary societies owing to the abysmal poverty of 
the people, and the unhealthy dependence of the major 
branch of the movement upon climatic conditions. 

Sevenfh/y-^The lack of trained office-bearers and general 
ignorance about co-operative principles, have been a still further 
handicap. 

Zast/y —The most “fundamental defect of the co-operative 
movement is that it has been so far not so much a movement as 
a Government policy. In Europe co-operation has been success¬ 
ful, because it was a spontaneous action of the people them¬ 
selves, who were conscious of its fundamental principles as also 
of its great benefits. In India, on the other hand, what has 
been established, has been by Government initiative, kept in 
order by Government audit, and really financed by Government 
credit, because funds came from the people who as a rule would 
not entrust their money to the Banks unless they knew that the 
Government was behind them. Again Government officials 
who technically were appointed to help and guide the Co-opera* 
tors have been virtually Dictators, imposing their will in every 
minute detail. 

The Registrar of the co-operative societies has been virtually 
its Brajmia, Vishnu and Shiva. Nevertheless there can 
hardly be any doubt that the ultimate salvation of Rural India 
largely depends upon the complete realisation in practice of the 
co-operative ideal. Fascism, Bolshevism, Nazism, all these 
**isms” worship the God of force who in Italy, wears 
a Black shirt, in Germany a Brown and in Russia a 
Red shirt. There is no clean white ^irt among them, 
^Vhereas we learn from the Apocalypse that the armies 
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of Heaven are clothed in fine linen, white and dean, 
and are led by a C(»Dmander called faithful and true. In her 
great co-operative Commonwealth, India will point the way 
to the brotherhood of man, and the Federation of the world,, 
when men shall beat their swords into ploughshares and their 
spears into pruning hooks, and when Nation shall not lift up 
sword against nation, neither shall they learn war any more.'’ 
(Sir Daniel Hamilton) 

MORTGAGE BANKS 

The necessity for Land mortgage Banks in India. 

We have already seen that the Indian ryot requires mainly 
three types of credit: Short term credit, intermediate credit 
and long’ term credit. So far as the first two types are con¬ 
cerned, the co-operative credit societies, if properly organised, 
might grant the necessary facilities. 

Long term credit, however, involving as it does the locking 
up of a large amount of capital for a number of years, cannot 
with safety be supplied either by the co-operative societies or 
by the Commercial Banks. Thus arises the necessity for 
special financial Institutions for this specific purpose. It has 
been proposed that land mortgage Banks can serve this special 
purpose. 

Objects of Land Mortgage Banks. 

Before dealing with the constitution of different types of 
land mortgage Banks we might clearly state the principal 
objects for their establishment. These are :— 

The redemption of the land and honour of agricul¬ 
turists. jT 

The improvement of lands and methods of culrivation 
and building of honses dT agricnltuxists. ^, i 
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The liquidation of old debts. 

purchase of land in special oases only to be 
prescribed in the bye-laws so as to prevent land speculation. 


/d 


Ifferent 


V 

types of Land Mortgage Banks. 


Land mortgage Banks are of various typ^ and can be classified as 
Co-operative, Nm-co-operative and quasi-co-operaiive. 

The Co-operative type is illustrated in the Prussian Farm Mortgage 
Mutual Credit Association which consists of borrowers only. Credit 
is created by the issue of Mortgage bonds bearing interest and made 
payable to bearer and these bonds are regarded as perfect types of in¬ 
vestment in Germany. The Federal Farm Loans Banks* of the U.S.A. 
are also of t£e same type. * 

The nm-co-operatvoe type is represented by Joint stock land mort¬ 
gage Bunks in Europe based on the model of Credit Foncier de France. 
The Agricultural Bank of Egypt illustrates this type. 

The Qut(St-Co-operati,ve typo is represented by the Hungarian Land 
Mortgage Institute and National Small Holdings Land Mortgage Insti¬ 
tutes ; these are Associations formed with share-capital and on a limi¬ 
ted liability-basis, but in which each member has a single vote, and 
the dividend on share Capital is fixed at a low-figure. 


The type that auita India. 

So far as big Zemindars, specially in the permanently settled tracts, 
are concerned, the commercial type might bo suitable for India. But 
for the small agriculturists the Quasi-Co-operative type seems to be 
most practicable, though the ideal should be the pure Prussian Model. 
And as a matter of fact the few land mortgage Banks at present extant 
in India are of this type. 

r • 

HISTORY OF LAND MORTGAGE BANK IN INDIA. 


Failure of early experiments. 

The first Land Mortgage Bank set up in India was iadbrpomted is 
with a nominal Capital of £fi,000,000 cd which only 1/lOth 
was paid-up. The working capita! was secured by the issue of deben¬ 
tures at a iittls over per asmosi and repayablat^ithltt 00 years at 
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-par. lioaiiiB ware grao^ lor a maximum period of 7 yeam al a rata ol 
interest varying between 8 to 10%. The Bank fiouriahad for abovt 80 
years only to eollapse in 1685 for unoontroUable circumstanoes. This 
bank was a purely private aiffair, and received no aid from the (Govern* 
ment. 

The earliest scheme of a state-aided private bank was prepared by 
the Government of India in consultation with the Bombay Government 
in 1882. The Bank was to]| be started in the Furandhar Taluk of the 
Poona District with a Capital of Rs. 2,00,000. The purpose of the 
Banjc was to liquidate the indebtedness of the ryot with the help of a 
Government loan of Rs. lakhs at 4%, the bank lending to tSe ryot 
at 9% for a period not exceeding 10 years. The Bank was to restrict 
it dealings to the more solvent cultivators. 

The scheme, thus framed, was submitted to the Secretary of state 
for India for his approval. The latter however rejected it on the 
following grounds :— 

(1) The position of the Bank is anomalous. It is a private concern 
and yet it claims so many special privileges from the government. 

(2) There is no reason why the Bank should borrow at 4 % and 
at 9% thereby depriving the ryot of the benefit of a lower rate of 

interest (as if but for the Bank, the ryot could borrow at a lower rate.) 

(3) That in view of the passing of the Deocan Agriculturists* Rdliof 
Act of 1879, the proposed scheme was un-necessary in the ryot's 
sntemsts. 

The Punjab experiment. 

2| was not till more than 80 years later that land mortgage l»nks 
wapi^ established in India under the auspices of the Co-operative Depart- 
mebt. It was the Punjab who took the lead in this matter by establi¬ 
shing the Jhan Co-operative Mortgage Banks in that provinoe. 

Experiment in Nladras. 

In Madras tbwe is 1 central Land Mortgage Bank and 68 primary 
Land Mortgage Banks. The Madras Ckniperative Land Mortgage 
Bank Act of 1984 authorises the Local Governmmit to guarantee both 
the principal md the interest of the debentures issued by the central 
liSiOd Bai^and-OonfiRs oarMm Bank silective legal powers d 
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«oUeotion from dofaultorB, 'Che totM} f»ltie Oif 4^b«lturw iifttted hj the 
Bank up to November 1985 was Be. 85| lekhe. 

Experiment in Bombay. 

In Bombay, the earliest experiments were made in the Bharwar and 
Broach districts and a httle later another bank was set up in the 
Paohora Taluk under tne auspices of the Bomi^y Provincial CkM)pera* 
tive Bank which opened up a separate Land Mortgage Department. 
Debentures of the value of Bs. 7 lakhs were purchased by the 
Government. Every loan was to be sanctioned by the Provincial Bank 
and the Begistrar, the maximum permissible to any individual being 
fixed at Bs. 10,000. The sucess of the Broach experiment induced the 
Government to set up a Land Mortgage Committee. Following the 
recommendations of the Committee, 10 more primary land mortgage 
banks were set up. Besides a Central L. M. Bank styled the Bombay 
provincial Land Mortgage Bank was registered in December 1985 with 
an authorised capital of Bs. 10,00,000. The Government promised to 
guarantee both the principal and the interest of the debentures issued 
by the Provincial Bank up to the value of Bs. 10 lakhs. The membership 
of the Central Bank was to be composite, being open to land mortgage 
banks. 

Sxperiment in Bengal 

In Bengal the scheme for the establishment of Land 
Mortgage Banks took a definite shape when the Bengal ^ank< 
ing Inquiry Committee recommended their establishment with 
capital derived fixim debentures the interest on which was be 
guaranteed by the Government* Of churse) even before this, 
there were 2 so-called L M. banks, one at Bhola am} die other 
at Naogan. The Bhola bank has ^been rather itungnificant. 
The Naogan Bank has an authorised share cartel of Rs. 5 
lakhs. Loans to members do not eiioeed tO times the ^lue of 
'their paid-up shares and bear ^IntereStatadat zalC’ef 10 to 

pcai cent. The prospeii^'of dm Bank |i la^^ daam the* 
stremg tuppoit of ^ 
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ship of tile agtitttitiind dditor And persuaded tiie OomniOfjEi^ 
to launch out m tentative acheioe of setting up L. H# banka in 
five Bengal diatriota, namely Mym^inghi Pabna, Rangpui^ 
Tip^era and BirbbXim* The membership of these banks ia 
open to men of Umited means, who may not be members of 
co-operative societies, but who most satisfy the authorities as 
regards their capacity to pay interest and other charges on the 
loans granted. The capital of these L. M. banks is derived from 
two sources : (1) shares and (2) yield of debentures not 
exceeding Rs. 12 lakhs to be floated by the Bengal Provincial 
Co-operative Bank. The Government guarantees the interest on 
these debentures. The amount which any individual L. M. 
bank is allowed to borrow is subject to two restrictions, namely 
(1) that it can not borrow more tiian 20 times the paid-up 
capital plus its reserve-fund ; (2) that it can not borrow 
more than 50 per cent, of the total value of the lands 
mortgaged by banks. 

Again the conditions of borrowing by individual memSers 
have been defined as follows ;— 

(a) No member can borrow in excess of" 20 times the 
-values of his paid-up share subject .to a maximum of Rs. 2^500 
which limit can be raised on special occasions to Rs, 5000. 

(b) No member can borrow in excess of 50 per cent, 
-of fhd'market value of the lands assigned by mortgage deedt 
to the hauk. 

f ^ 

(c) No memher cah borrow who is at the same time A 
member of any other eb-operative society unless bis apipB^tion 
is ie(!:mt^en4ed both by the eoioperative soei^y fac4 the 
Cmjksal ftutk to the soof^ It afUUateiil* 
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Bank as regards his capacity to pay thfe annual interest and t&u 
instalment of the principal sum due from him. 

(e) No member can borrow unless he gives a definite 
assurance that the land mortgaged by him will not be subjected, 
to any further encumbrances* Besidest the Directors ms^, at 
their discretion, require the borrower to furnish two personal 
securities. 

(f) Loans can be granted for a period not exceeding 20 
years. 

Conclusions 

It is clear from the above brief account that L. M. 
banking in Bengal i sj'.Qmparativelv undeveloped compared t o 
the position prevailing both in Madras and Bombay. There is 
no central L. M. bank here to control and finance the primaries^. 
Instead, the Provincial co-operative Bank is filling up the gap 
If we just remember the vital difference between L. M. banking 
and co-operative banking, we can easily real ise t he incongruity 
of entrusting both the functions to one single institution. As 
Dr. Niyogi pointed out, in one respect, however, the Bengal 

5 t 

experiment has improved upon the practice in Bombay. 
*'ln Bombay the Provincial co-operative Bank floated debenture 
by means of a charge on its general assets and not specificalty 
on the mortgage assigned to it by the primary banks (as in the 
case of Bengal). If the debentures are a charge on the > general 
assets, it is likely that complications might arise in the 'relation 
ship between a financing bank and the Provincial co-operative. 
That is, the Provincial Bank might experiaiCe difficulties in 
raising loan firom the Imperial Bank or the Reserve B^^nk. 

The State in relation to Land Morigiign Snnlii* 

Uke the co-operative credit societies, sa^ng Land'Mortgage 
Banks, whether primary or Ceonal, tim mduteiice 
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or leas undtr oiSciiiit ftU8^b(»« State lusistance has bm 
rallyi^ven in tbefonnof a gaataniee of interest and some** 
times of cii^tal as well np to certain limits, purchase by the 
Government of a portion of the debentures pledged againit 
land, declaration of such bonds as trustee securities, and grant 
of certain concessions like exemption from income-tax, registrar 
tion fees efr. similar to those enjoyed by co-operative societies 

Re-commendationa of the Agricultural Commiasion. 

(1) State guarantee of the pnncipal of debentures has been 
condemned by the Agricultural Commission. But the state 
guarantee of interest, and state purchase of a portion of the 
debentures if only for the ultimate purpose of selling them, are 
essential in the existing circumstances as otherwise debentures 
which are responsible for the larger part of the working capital 
of the mortgage banks cannot be sold at all. 

(2) The Agricultural Commission further recommends 
that there should be an official member on the managing 
committee of each Bank to protect Government interest and 
ensure continuity in management, and that the issue of deben^ 
hires should be controlled by a central organisation ^in order to 
prevent competition in the money market. 

(3) The state might further assist the movement in the 
form of administrative help in land valuation. 

How loani are advanced bjr land Mortgage Banka. 

The work of a mortgage bank *4s recognised on all b<utds 
to be extremely impetsonal, as devoid of the human element as 
possible,*’ while mutual knowledge of, and control over^ one 
anoth^ empog'membeis is ffiediief feature of s mml cmfit 
society. The ipststence in thf case of a Land Mortgkge $eok 
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directorate, in order to ensure soun^ vahmiioir of leoudtjr* 
careful investigation of titles correct assessnuait oi iKWtiers^ 
credit and repaying capacity and efl^ient manageinent' of 
afiairs. 

The actual procedure adopted for mahing^ advances differs 
in different Provinces. We have already briefly noticed the 
procedure prevailing in Bengal. For further illustration we 
summarise below the Bombay procedure. 

(1) The Bombay L. M. Bank advances loans to agricultur¬ 
ists through the primary mortgage banks on the security of their 
lands. 

(2) It is the duty of the primary banks to investigate the 
title to lands, income, and the repaying capacity of the 
peasants. 

(3) Loans are given to members only on the recommenda> 
tions of the Board of Directors of the primary banks, submitted 
to the Provincial Land Mortgagf* Bank. 

(4) Subject to the maximum of R$ 10,CX)3, no member 
Cftn receive from the primary bank a loan exceeding twenty 
times his paid-up share capital in the bank, or half the value of 
his immovable property mortgaged to the bank. 

(5) The period of loan is not to exceed 20 years. 

(6) Interest charged will not ordinary exceed 6%. 

^ (7) Repayment of the loan is to take place either by equid 

annual Instalments of principal, interest being calculated on 

amount outstanding from time to time^ or by equated 
^^anhual instalments including both pdnoipal ailid intetiEistil 

^8) The lan^ mortgages by the pdi^ery banlts will 
heMgned m the Ptoviueiat the loans 

giaatsd by the latter to fheibiitkev* 
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Control BoAldng InqnirsT Committoo.^ 

* ^ 

tl) Tlie Oansmfli^ tOinki ibat fQt a long tioio to oonie the 

oes Banks -will he ihainly required lor 

oltoraneeef old dehto with a View to the redemption of Idte chltitototq' 
land and house front mortgage. Ihe other ohjeotivee, namelyi loans for ; 
agrioultural improvem«atB etc, (vide ante) might be pursued afterwards. 

(3) The amount and duration of a loan is to be Hixed with regard 
to the repaying oapaoity and the purpose for taking out loan of ind^vi» 
dual borrowers* The maximum period should not exceed 20 years, and 
the maximum amount should not ordinarily exceed Bs 6000 and 
never exceed 60% of‘the value of t£e‘seeurity. 

(8) The repayment of loans should be by a system of equated 
payments which would lead to the gradual extinction of the loan A 
system of graduated payments' may also be adopted so as to protide for 
repayment by larger instalments synchronising with increased income 
due to the investment made. 

(4) The working capital Of the mortage Banks should be derived 
from two sources, namely share capital and debenture. Share capital 
may be obtained either by initial subscription by the intending members 
bedore any loans are made or by the deductions of a certain percentage 
of the amount borrowed by the members when the loan is advanced. ‘ 
The amount of the share capital Should be 6% of the iqan after thb 
American practice. 

(5) As regards debentures, while the committee does not .inidst 
upon any fixed ratio, between debent ures and shares, it strongly: 
recommends fdiat the value df debentures outstanding should nevdr 
muieed the outtoanding amount. under mortgages given by the mor#« 
^gerS and over vdfitifit the debenture holder has a floating charge. 

<6) The jeoatmittob recommends that the debentures •hetltd.'be t 
issued by the provincial Hand Mortgage Corporatmn though the‘aoluai 
ssAesbtfdldbemade not onlyiiytlie Provincial Cmpprs^h b#*j^ 
by l*rimdify Lond A^beMe Bitoks to be ^ oaited 
Banks. ' ^ ‘ ‘ 

not ftuu^og simi 
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Province and there should be oeutral orgimisatiofis for tliat purpo^ 
after the Madras mod^ 

(8) The management of Primary Mortgage Banlcs and of the looal 
credit societies should not over*lap though, smne amotmt of co¬ 
operation between them is beneficial. 

(10) While the Oommittee is not in favour of iLand Mortgage Banks 
receiving deposits ordinarily like Co-operative Oential Bank, it recom¬ 
mends the institution of a Provident fund scheme under which 
the borrowers were to contribute annually a fixed sum out of their ordi¬ 
nary surplus in order to promote a thrift habit. 

(11) The Committee recommends that the power of foreclosure 
and sale by the Land Mortgage Bank without recourse to the Civil 
Court should be given to the Land Mortgage Bank in case of defaulting 
mortgagers subject to their right to question in the Civil Court the 
action of the Bank. 

(12) Finally the Committee recommends the establishment of 
commercial land Mortgage Bank for the benefit of Involved landowners 
who cannot bo adequately served by the Co-operative credit organiza¬ 
tion, the state assistance to these Banks being on the same lines as in 
the case of Co-operative Land Mortgage Banks. 

mME ASPECTS OF L M. BANKING. 

(1) Position of the debent ore-holder* 

It must be clear by now that the fu ndamental problem of 
Land Mortgage banking in India is the security of the deben¬ 
ture-holder, It is mainly with the capital derived from the sale 
of debentures that L. M. banks can play ^eir pari in rural 
ft banking. No effort, therefore, should be spared in order to 
' give absolute security to the debenture-holder. We have seen 
that both in Madras and Bombay the Government guaranteet 
debentures up to .certain limits, the interest as well m the 
principal, The Central, BanJdng Inquiry .C^immittee, as we 
have already seen, does npt however, Govern- 

rnent guarantee of prindmd hfts' been 
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accepted In Bengal." Bnt tf tlie gnveminetit baa not gOitMteed" 
'the principal of debentures in Bengal, sufficient steps have been 
taken to safe-guard the position of the debenture-holder by 
establishing a Redemption Fund and by providing that all 
debentures must be paid off on the expiry of 3 years from the 
date of their issue. It is also provided that money laid into 
the Reserve Fund will be invested in Government securities or 
in Postal Savings Banks or in other safe investments. 

Another alternative method of debt redemption, the method 
recommended by the Townsend Committee on co-operation 
(Madras) is that of annual redemption of a portion of the 
debentures. 

Of these two methods Dr. Niyogi recommends the former 
in as much as under it the investor is relieved of the anxiety of 
finding out fresh avenuts of investments every year. 

(2) ^Problem of walu^tion of land. 

Another problem, closely connected with the position of 
the debenture-holder, is that of the valuation of the mortgaged 
lands which is admittedly one of the most intricate and difficult 
in mortgage banking policy particularly with regard to farm 
lands. It is upon this rock that many L, M. 'banks have 
foundered. The practice in France was for a long time to 
advance loans agmnst the valuation given in the Cadastral 
record. This is unscientific, as these records soon get anti¬ 
quated Again in Germany, the valuation given for fire insth 
ranee purposes vras long accepted as the basis for advancing 
loan against certain Estates- This method too is defective^ as 
the valuaticiti ts rather exaggerated for such puipo$es. Dr. 
Kfivngi i^ecoatmends a conservative estimate of the market 
based upon |U 0 pet data, as the safost method for 

U M. Batiiks« 



CHAPTER XI 

LAND REVENUE# 


(1) Historical retrospect From the very earliest 
times the state in India has claimed according to the law of 
Manu, l/6th of the gross i^oduce of the soil. At first the 
revenue was taken m kind bat later on» owing to various 
inherent disadvantages of the system, it was commuted into 
money. This commutation took place first in the Moslem 
period of Indian History. Sher Shah is the first ruler who 
attempted a systematic settlement of Iand*^venue though he 
received much guidance from Allauddin Khilliji’s example as 
also from the Institutes of Timur. 

The next scientific attempt was made by Todar Mai during 
Akbar*a reign. He carefully measured and classified different 
kinds of land and the assessment was fixed at l/3rd of the gross 
produce. All extra cesses or ahwab^ were abolished It is 
doubtful, however, whether the injunctions of the Emperor 
were actually obeyed by the petty officials in the outlying 
areas; In the Deccan, Malik Amber of Ahroednagar estab¬ 
lished a settlement on the lines of Akbar which became the 
basis of the future Maharatta settlement. 


^ It was with the decline of thg Moghul mle that certain 
%ovelfeatures crept iiito the land teventw otlndia. 

This most signifi^ti de^eloptnent wras Ih# ^pearance of 

V anfiiMi Jt*'. iowune 

}ei(|0^ible for giving; a tbe stete. The 

emoiii^ vn geAeniQ, 
the temtinler'.hdiAg 
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reign «f Famktifi^raf) gradually became hert^tary 

in tbdtgig^]^ |blitical cbaoa of the later Mog^cU day9» 
Such theu' was the |) 0 $ition when the East India Coi^pimy 


came upon the ^scene and received the Dewani of Benga)^ 
Behar and Orissa. 


Early Beyamie History in the days of the Company. 

The revenue administration from 1765 to 1798 oan be divided into 
4 periods -- 

Period X—1766 to 1778—PeHod of heoit'ttion Period 11—1778'X781-" 
Period of cmtraltscitwn Period Ill—nSl to 1786—Cowpleho» 
ceAtralieatwn Period Iv—1786 to 1798 Decentral%saUon 

Period 1—1766—1772. Period of Heeitation 

From 1765 to 1772 the eoUeotion of revenue was entirely in the 
hand of Mahammad Bern khan The Company reahsing the extent oi 
their losses and the etaotion. of the Collecting Agency abolished 
Bezakhan’s oMoe tn 1772 and appointed eupermsore as collectors oi 
revenue A Committee Of Bevenue was constituted at Calcutta 
Mofiusil Kanungos were abolished and the collector was asusted at hu 
head-quarters by a nofios financial adviser The whole cl thtific 
system was abolished As the Collectors were completely iguoraoit ol 
local conditions,the Company began to lease out all estawd to the h>gh 
est bidder for 6 years 8nch temporary leases were known as wdra« oi 
farms This farming system was notiung but a revival of ihauh 
farming system which we have already noticed. Batates were kooolcec 
down to speculators at w revenae which th^ were unable to bear 
l^opnly hoyed iiheuAw fai^ina was to ettott^what they could &on 
the cidtlvatods6uMng toA qt thb leans and leave the estate nfinet 
and destrteif^ ^^ ^ « 

■to MtUidta «wUmi «MtwmiK 
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dinttte to it. CblleotorB were abolished and a body Of AmiU was 
appointed to attempt to eoctract the rerentw as£aod ixiihepreviona 
year. The result, however, financially, was no better, The Company 
realised that the fault lay not so much wii^ '^6 administrative 
machinery as with tho method of assessment. In iWb Jterwell, a 
member of the Executive Council, was in favou^j, of a settlement with 
the {^minders for 1 or 2 generations, while in 1776, Francis 
advocated a settlement for perpetuity. A special Committee was 
appointed under whose superintendence native Amifis were deputed 
in 1777 to all districts to enquire into the resources of each Estate. 
On this basis, annual settlements were made with the Zeminders 
up to 1660. 

Period 111—lySl-*!786. Completion of centralisatioiL 

Period III-The Council now imagining that they had gained suffi¬ 
cient local knowledge decided on the course of complete centralisation 
at Calcutta. The Committee of Bevenue was placed in full control 
aided by a Dewan. Provincial Councils were abolished and Collectors 
were appointed over the various districts though they were denied any 
direct interference with the new settlement. Zeminders were en¬ 
couraged to pay their revenue direct into the Calcutta Exchequer. As 
the Collectors were mere figure-beads, they were discouraged from 
<d(fing anything to make the system a success. 

Period IV—1786—1798. DecentraJisation. 

In 1786 a new scheme was evolved by which the whole Provinces 
«were divided into small districts, each under the control of the Collector. 
The ooOeotor himself made the settlement and collected all the revenues 
of the district. The Committee of Bevenue merely retained a general 
power of supervision and sanction. The division of the Province into 
•listricts he baok-bone of the whole system of refornka. It was a 
levival of Akbar's s^steto oi Sasrkctn and ft has IbnniM bai^of 
of s31 subsequent adxuto 2 stoattpn« T!fa8'''bcfiltotok how ht 
of trust. To him the J^etok^er. Mto Ipok of i aMtokobent 
reveosto; to him the Bidvenue^ aaflie 

Boards of Bevenue,. hbd tO' Wa IhB ooBeistitin <o| thatevenua 
asseesdd^ 
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In 1780 ImOaloattO bMciUf 

tions of tllke Gonvii o£ D$iir 9 oto!i!t to enter into a i^ermanent «0litlexneO.t 
with the ^emiaOoi^ CbmwaUis, howem, insiated upon ttill Ittrther 
investigations bafc^e entering into any such settemmit. Wit 
mention in this eonneOtfon two first class controversies between 0rant 
and Shore and between Shore and CornwaUis. 

Shore-Grant controveraary. 


To pnt it briefly, Grant tried to show that the Zemind^ was 
merely a temporary official and that the right of property in land 
was vested absolutely in the state Theoretically, Grant was no doubt 
correct. Both the laws of MtmUt the AmirAKbari as well as the 
judgment of the full Bench o! the Calcutta High Court in 1866 
fa\oared Grant’s contention. Shore on the other hand maintained 
that the proprietory nght belonged to the Zemmder 

Grant was of opinion that Bengal was under-assessed, while Shore 
maintained that the assessment was as high as it could be In 1789 
Shore advocated a ten year's settlement with the Zemmders on the 
basis of the previous year's revenue. The suggested Decennial Settle¬ 
ment would be m reality a period of improvement and experiment 
The Zemmders would be able to develop their Estates While the 
Government and the ryots would be saved from any permanent dis» 
ability. 

Cornwallis, however held that a ten year's settlement would 
endanger the spirit of confidence in the Zemmders, thjit sufficient 
experience had already been gathered and that it would be acting 
against the injunctions of the Court of DirectorSi if he followed Bhore'i 
advice. Moreover, he maintained that Government must retain the 
powev of interfering in Gie relations between the land-lord and tenants. 


Aoeordingly, (m Madceh 92nd 1798 the Deeenmai siHlme/it of Bengal 
«nd Btiiar deolaiied to be penuanent. Snob then is thebrUI 


history of tdie ^jNnts leading to the Penhaoent settlement of Bengal. 

y!Sd wiaMMnt vi^a^Bfti. 

CentMtlUi 


M gnuttA Unndni 
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ware deqlared full propriston of the ^r«s» l^btch their 
revenue collection extended. The assessment 11^ at ten- 
elevenths of the total estimated revenue, the remaining one- 
eleventh being regarded as the remuneration of the Zeminders. 
The first effect of the settlement, however,’'%as extremely adverse 
to the Zeminders' interests as most of the Zeminders could not 
meet their obligatiom, the assessment being too high in the exist* 
mg circumstances, The result was that most of the Estates were 
sold according to the sunset law, and a new set of capitalist 
land-lords came into existence, who had nothing of the old 
cordial relations with the ryots The Government now passed 
special legislations known as the saptam and the Panjam to 
strengthen the hands of the Zeminders against the ryots The 
position of the ryots became worse and worse until the govern¬ 
ment realised its folly by passing Tenancy Legislations from 
iS59 onwards. 

Adwantagei of Permanent Settlement. 

« 

The Permanent settlement of Bengal was justified on the 
lo^owing grounds 

(1) Fmamtally, it ensures a fixed revenue to the state 
wi^ch was a great necessity in the early days of the Company’s- 
rule when financial instability was a recurring evil of the ad¬ 
ministration. 

(2) PifltHmily, it has secured the allegiaUQe of the 

Zeimnders to the pon^nny’s rule. , " ^ r < 

^ (^) Sodaify, it ^ 

manor is' an 

ijl|)(imkbce and It 

4lle,dBmeofthea(MMIItME^iii^ o£ 
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The Zemia^no |^i|gei^3i^i«e$ed by jC^teiS (ihsmgh ^ 

iitentrhat^ beeiVh^l&deiFOCe tbeir attend^^ to the p^le^ 
of pernument itgricaUunili improvement. The prosp^ty Ol 
Bengal, tn other wodl$, has been ascribed to the Pennaneitt, 
settlement. 

Hopes imfttlfilkiii. 

The above contentions, however, do not seem to be at all 
sound. 

(1) As regards the argument, though it has en* 

sured a fixed revenue to the state, yet the state has been a 
heavy loser as it has been deprived of all increments of eco> 
nomic rent with the passage of time* 

The extent of this evil can easily be realised if we only 
remember the fact that whereas in the year of the Permanent 
settlement in Bengal (1793) the gross rental was Rupees four 
and a half crores, the estimated figures for 19D0 was Rupees 
sixteen and a half crores Lord Cornwallis had no right to 
deprive the Government and people of Bengal of their leglfei^t 
mate right of profiting firom the general progress of the,jCommh^ 
nity. The handicap to the Government h«s, indeed 
separable and the Bengal Government cannot undertake atiy^ 
largosoale joation-buUding activities on account of the blunder, 
of the B#ith^Goiv«»iinem over a century ai^ ' 

(2) JliS regards thc/adWpi7 aigdiuent, hiesb too the expecta* 

dons of Cctsm have The Zemiodersi 

<^c<M[ifse»;^liai|nchs£^oft^ 

by ^ 

discharging 
!l^only mseiCi 


194 umiAir BbONOMxcs ^ 

txpon tfaeir previous contract willi tbe Go^mOent for tho maith 
tenance of their unjust nghts. 

(3) SomUy^ Zemindexs have sitnikrjf foiled to supply 
the necessary leadership to the village caini](ntnity. For one thing 
the Zeminders seldom live in the villages. Their only interest 
in the villages is that of a suctioii-purap» and that interest is 
best fulfilled with the help of Dewans and other officials who 
behave like so many heartless despots in the Zeminders* 
Estates. It is futile to expect creative leadership from absentee 
land'lords. 

(4) Lastly as regards the economic arguments, the Zemin- 
ders, far from undertaking any permanent improvement in 
i^iculture, have actually prevented the peasants from under¬ 
taking any improvements on their own initiative by enhancing 
their rent. 

Delecta of the Permanent Settlement. 

Thus we see the futility of all the arguments advanced in 
favour of the permanent settlement. On the other hand, the 
generally accepted view is that the Permanent Settlement is 
almost an unmitigated evil and that for the following 
reasons: 

(1) It has not only imposed a permanent handicap hn 
successive Governments, but also has bartered away the time* 
honoured rights of the ryots themselves. Peasant proprietoiv 
ship is a universal fact of Indo*Aryan Institutii^ end the 
Government has no right to destroy it for t^e sake of its owii 
supposed convenience. 

, (2) Another glaring d^ect fo that fetdemeiif 

^ dearly defined the refotfona beturan die 

SSttninders, it kept in a iaiSst utdefiistfo aik4 the 

more important reMm bmsmim the 2e^MaiiiBid4m 
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The lebttlt was etHenfK fteit 6tf years, iraar aimoil 

SL Mdgn »f Tm^ was perpetrated apon the helplese tillers el 
the soil by dre hautleSB employees of a race ot upstarts ivhose 
se&tha before 1793 vss not superior to that of ordinary tempo* 
rary officials* It was not till a series of Tenancy legislations^ 
beginnir^ from the Rent Act of 1859, was passed that die ryot’s 
position was placed on any tolerable basis. 

(3) Another great evil of the Permanent Settlement was 
the break-<ip of the old milage cmmumties which have main¬ 
tained the integrity and prosperity of Indian villages in the 
teeth of a series of murderous foreign invasions. The village 
Panchayat was bound to lose a great deal of its authority, as 
Zeminders became recognised as the natural proprietors of the 
dand. Of course, there are other factors that led to the dis¬ 
ruption of the village community which we have already dis¬ 
cussed in tKe chapter on Economic Transition. 

(4) Another evil consequence of the Permanent SetUe- 
ment |ras that it led to a long chain of suHnfeudation resulting 
m the creation of a large number of middle men who are no 
more than parasites, exacting more revenue from the poor 
ryot in order to enrich themselves after meeting their obliga* 
tions to their over-lords. 

, (5) Lastly, it has led to a great complication of thu 
wh^e system of land tenure in the permanently settled 
aiilM^. 

i 

SiMttlii the Permanenl Setllement bo unaettlcd. 

J$the Permanent Setdemeut of Bengal has been proved by 
otthu^quent to be an unmitigated blander, and 

wmy coetij btutidat ^ the atapd-pointa of both the state 
4eid^yy(lt^thaiNqi2eationt^ axlies is whether an 

•old bbiMibr tbmidd he allowed to ouminsie. It b maintghied, for, 
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i|tttan6e» fhe im^ 

titled, both the tiovetximeftr ^ 

€if the soil would get a great relief. Bengel WtSd to be 
one of the devastated areas oi^ India and 4roi^ tnjoy «very 
comforbd)le surplus of several crores t^jnspeea nhieb is essen¬ 
tial to a policy of systematic and planneMitffl reconstruction. 
The peasant of Bengal would also breathe a healthy air 
of freedom from the vexatious intei^renoe and inhuman exac¬ 
tion on the part of the under-lings of Zamindets and tenure- 
holders. 


The Mfun objactiona and their anaisttr. 

The champions ot Permanent Settlement, however, have 
raised the following objections to the abolition of the Perma¬ 
nent Settlement 

(1) The reversal of the Settlement would amount to the 
flagrant violation oi a solemn {dedge given by the Government 
to the Zemindeis. Such a breach of faith would destroy con- 
ddoQOe in the sanctity of official pledges 

If' h indeed difficult to meet this argument. The usual' 
<pa(mrlhit the Zemindars have tiot fulfilled the hopes enter- 
tidfyad at the time of the Permanent Settlement, is really na 
aiaaierat all It is a fact ^at the Zemindaxv were declared 
tOf be. permanent and hereditary proprietoiB'of. the estates, so^ 
long'aa they paid their fixed revenue to state. Strictly^ 
legally^ iher^cre, the Zemindars hsx« a ifiy case for 


themselves. But the system, the fudlity 0f 

not f 

loetely bbMta i ' 

.J/eiMimt of » oP 

S ' ft s^etttbly tWe It'p 


iNai becoy^so 



'*S, 



cfai^; 
upoo^- 
off 



8>gill« ^ dM' ])i 0 Tinf«, in 

pNcbita!^ foe M 9cia»» 

pMiff oxcl)e<M* ^<^^fWiiy of a dead voice qan not 
for aU tkne$ thatuf^bai^ ol>on» that emanates &om &e voi^ 
of justice of tiiO living ^ 

(2) Sg(ond/y^ it iaatgned that the abolition ot the IPetma- 
nent Settlement at pnrceent would involve discriminaldoB agidntt 
only one class of investments, namely investments in Zmindari 
estates which must have ohangod hands since the date of the 
settlement on the^baSis of the amortized value of tb^r increased 
incomes. The reversal, therefore, would penalise ^not the 
original bene&iMes .hnl the innocent present owners who 
might have invested in land long after 1793. 

The above objection, however, is not insoliiltde. The 
’Government might set up an eSpert committee to investigate 
into the titles of every Jand««holder and tenure-holder and to 
fix up the necessary compensation in each case. In other words, 
the Government might purchase the Z^mindari rights >of all 
grades and degrees by issuing securities or annuities covering 
the determined amount of compensation. r, 

it 

(3) Thirdly^ it is argued that by this step the 
Oovmment would lose the political allegiance the Zemin* 
>daxstrhi<^ has teen a great source of strength to the GdVeft^ 
ment in pasd^ 

y egs^ is very 
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with the passage of years, And the Goyetnmeift lajll have very 
little to lose from its estrangemertt. 

(4) Zastfyt it has been said that the orltitital life of the 
province will suffer much from the dkintegration tike 
Zamindari system. However much we might condeaftn the 
Zemindars, it is a fact that they have played a large part in 
making Bengal what it is to-day. A large number of the 
private schools, colleges, hospitals, of tiie laovince have 
been founded by the Zemindars. The extinction of the land¬ 
lord community will therefore automatically involve the 
closing of these springs of charity and philanthropy. 

This last argument, too, has lost much force today. In 
the 19th century, of course, some of the Zemindars generally 
recognised the great social responsibilities of their own status. 
But now-a-days, they have, generally speaking, become lazy and 
ease-loving. Most of them are absentee land lords, and the 
attractions of the city-life have frozen '*the genial current of 
their soul.'* Our social life, therefore, has practically nothing 
to lose, and much to gain from the abolition pf the 
Settlement. 

CoBcluaion. 

s Thus All the objections raised against the reversal of the 
Permanent Settlement of Lord Cornwallis are found to be, on* 
a critical analysis, either false ot exaggetaked. The quesHcai 
now, is who is to bell the cat ? The %idsh ofhcial stand-point 
is, briefly spreakii;^ that it is {WMaI. 

lature to p^orm the necessary 
make Bengal onca mote 

tnen, on the other hand, j^iaite it k the 

j^uty of the British 'GOvettiiMf to bfutlder 
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on the i^eovinde wanted^ not etan^^amlndani^ 

it does not in the mouth of the British Govemmeht xm to 
ask Indians td iiiciit the odiuni of Unsettling it 

Before tcmchiding, we mig^t inddentally refer to the fact 
that, of Uie, the ** land leoblem of Bengal has assumed 
almost a communal aspect, as most land-lords happen to he 
Hindus, and the majority of the peasantry happens to be 
Moslem, and that it is the declared aim of the Proja party of 
Bengal, of which the present premier is the leader, is to 
carry out radical land-reform with the help of an expert 
Committee* 

Different types ef Land Tenure in India. 

There are three principles types of land-tenures in India 
the Zemindary type ; the Mdhabvari type ; and the Raiyatwary 
type, 

(1) The Zemindary aettlement is either permanent or 
temporary. Permanent settlements exist in Bengal, Benares and 
parts of North Madras. In Sooth Madras, the experiment of 
creating auction-roem land-lords by handing over different estates 
to the highest bidders miserably failed. Nevfeitbeless, under 
company rule, Permanent settlement found great champions 
in Lord Wellesley, Lord Minto, Lord Hastings and Lord 
Bentinck ^w^ were all in favour of the extension of the 
Permanent $ei;dimnt. The Court of Directors, bowevert 
xefuied tu iMr request as in their opinion lands were 

■ stijl ^ \ . 

Lord terived ^ iiet 

vMdao tv 

SbMMSddwMaabMbwn bffioUl^ 
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Mr. R. C. Dtttt advocated Permanent eettlement for the whole 
of India as an insurance against Famine. Tm^ofy settlement 
has been made with the cemdning Zeminders of Bengal and 
the Talukdars of India* the amount assessed being 70 per. 
cent, of the net assets* 

(2) Mahalwari aettlement—It prevails in Agra* Oudh, 
the Punjab and the Central Provinces. It is best adapted 
for those Provinces where village communities with iand*lord 
rights are to be dealt with. Its main pnnciples have been laid 
down by Regulation 7 of 1882 Under it, the primary liability 
for the payment of the revenue rested with a responsible co¬ 
sharer though all the co-sharers of the village-body were made 
jointly and severally responsible. 

As regards the principles of assessment* technically a fraction 
of the assets is regarded as the total amount of the liabilitus 
The assets consist of the total rents received or the calculated 
rental value, and of miscellaneous profits from waste or grazing 
lands. Actually however* the proportion of the assets has 
varied from 83*3 per cent, in 1822 to 66 per cent, in U33 and 
50 per cent under the Shaharanpur Rules of 1855. 

Although the general prindples are the same every where* 
there is a variation in details. In the United Provinces the 
Settlement Officer first determines the different soil-units and 
then the rent rate with reference to the ascertained rentals after 
considering all local circumstances such as* means "of commu¬ 
nication etc. In Oudh* settlement is generally made with the 
individual Talukdar* though in same cm$'H 
is made widi village bodies* In the hiMi^ertaifi 

standard rates which ate detained <h|^aefoal 

rentals paid by specUmn^koliings, In foe centnd Provineet* the 
peculiar position of Metlgman asrevenue^arfoeiii in. Maharatta 
days led to an important modification of the liNudwi eyifoni. 
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The Government ba« not on]y to fix the revenue demand iMi 
the Malguzars, httt also hM to determine the rent by 

the tenants to the malgazars 

(3) Ralyntmry aettlemoiit—tt prevails principally in 
Madras, Bombay and Assam. In all cases there are qertaip 
general features such as the demarcation of boundaries,' the 
determination of survey numbers and the classification of soils. 
But the mode of assessment differs. 

In Madras, 50 per cent, of the net produce is fixed as the 
maximum land revenue, deductions being made for expenses 
of cultivation, for traders' profit, for the cost of carriage and on 
account of seasonal vagaries and unprofitable areas. There 
are, also, different rates for dry and wet lands. 

In Bombay, the main principles of assessment, which 
are experimental in nature, are laid down by a land revenue 
rode. Different soils are classified into several groups accprd'^ 
ing to their natural properties and expressed in fractions of a 
rupee, sixteen annas representing the best kind of soil. “The 
purely empirical character of the Bombay system is revealed by 
the fact that the actual assessment depends not pjpon the formal 
working out of results based on theory but rather upon the 

subjective impressions of local knowledge and experience.'^ 

1 * !• 

Increase in assessment is limited to 33 per cent, for a whole* 
Taluk, 66 per. cent, for a whole village and 100 per. cent, for a 
sihgle holder*. improvements are at least theoretically 

protec^. 

Aimin'' held on the annually renewed 

ox;, at least hn ^a which Is for less than ten veai& 
Tea-Gardens' me leased’Otn for fairty king terms at tow rates 6f 
assemmenh 
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C^neral features of a Settlement 

The settlement operations of the Government have principally 
three objectives ; namely, the determination of the state's share 
of the produce, the naming of the person liable for payment 
of the revenue, and the rights of all private persons in the land. 

(1) Cadastral ncord’—^*k cadastral record is a complex 
document showing the village map prepared by means of a 
field to field survey, and the demarcation of the boundary 
lines ; and furnishing an accurate account of each kind of land 
with it own rate of assessment as well as a record of all private 
rights and interests in the land.” It also contains a statistical 
table illustrating the past history and the present condition of 
each village.lt is the duty of the Provincial Land Records 
Department to keep this record. In almost all Provinces 
Cadastral Records are revised either annually or at short 
intervals in such a way as to maintain the accuracy of the 
.Record. 

(2) Assessment-^ThQ revenue is levied by means of a cash 
demand on each unit assessed. Under the Zemindary system 
the demand is assessed from the village or estate which may be 
owned by a single proprietor, or by a body of co-sharers jointly 
responsible for the payment of the revenue. In the permanently 
settled areas the demand is a fixed sum, while under the 
temporary settlement it is fixed only for a term of years. Under 
the raiyatwari system the assessment is on each fi^d 
demarcated by the Cadastral survey. The princij^es of assess* 
ment in the different Provinces we shall study later on, 

(3) Colhction —Land revenue is generally recovereii^BOt by 
a single annual payment but in instalments; the dates and 
amounts of which are fixed to meet local ciicumstaiices. A 
threat ojf attachment generally serves to brings id>out, without 
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further txout^t the payment of such terms as are in arrears and 
the most s^ous procedure of sale is comparatirely seldom 
resorted to, especially, in laiyatwary areas. Having regard to 
the uncertain nature of the Indian harvest, the Government 
grants relief to the land-holders in bad times. Although the 
assessment is fixed with reference to average seasons and con* 
ditions, the Government has recognised that it is imposible for 
the cultivator to meet the fixed demand in years when the 
crops barely suffice for his own sustenance. 

The Principles of Relief. 

The general principles of relief are as follows : 

(1) Relief will not ordinarily be granted when there is 
half a normal crop ; on the other hand, total relief should be 
given when the crop is less than a quarter of the normal. 

{D Again no suspended revenue should be collected until 
after one fair harvest has been reaped in the affected area. 

(3) It was further laid down that no relief should ordinarily 

given to the revenue-payer of the land-lord class, unlas it 

cun be ensured either by legislation or by arrangement that a 
proportionate degree of relief will be extended to the actual 
cultivators of the soil. 

(4) Remission, partial or complete, is granted in the case 
of continued failure of crops for more than one year. 

(5) No relief either by way of suspension or remission, is 
granted in the permanently settled areas. 

• ( 
Ponnauietit weraita Temporary aettlement \ 

Since the days of the Permanent settlement of Loipd Corn¬ 
wallis, there have been vigorous champions of the 'Permanent 
settlement both among Indians and European officials. We haiy 
already notk^ how a succession of Govemois-Generals « 
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championed Permanent settlement, but to no ^ect on account 
of opposition in England. A series of wide-spfead Chines which 
affected almost every Province of India except Bengal towards 
the dose of the last century drew a vigorous protest from the 
late Mr. R. C. Dutt in the beginning of the f^esent century. 

Mr. Dutt claimed that it was because of Permanent settle* 
tnent that Bengal had greater resisting power against famine 
than any other part of India, and therefore an extension of 
Permanent settlement to other parts of India was necessary to 
alleviate the horrors of famine 

In reply to those criticisms Lord Curzon’s Government 
published a Resolution on the Government's Land Revinne 
Policy in 1902. The Government maintained, 

(1) That famine was largely due to natural causes and as 
such the Government’s Land-revenue policy could have little 
to do with it; 

(2) That the comparative prosperity of Bengal was due 
‘’not to the Permanent settlement but to various tenancy legisla¬ 
tions, and a number of other peculiar factors; 

(3) That the Permanent settlement led to the creation of 
vested interests and of a parasitic class; 

f4) That Revision at the and of 20 or 30 yeais was not so 
much disturbing now-a-days on account of improvements of 
Survey and Records Departments; 

(5) That the system of collection prevalent at the time was 
easy; and 

(6) That private improvements of land were fully 
tected. 

Whatever the merits of the cemtroversy At l^at in 
reprospect, the Government’s case appears to us to be over- 
whi^Halngly strong. Further extension of Permanent setriement 
hairix;^ regard to its great disadvantages previously referred 
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is natur^Hyiwi: of the question atptesehft. The practical 
question is what ^ald be the term of settlement* There are 
some people Who advocate a shoTt^period* say, 10 yeara The- 
merits claimed fot this method are : 

(1) That the community gets the unearned increment 
of land, 

(2) That there will be no sudden enhancement of rates. 

Those who advocate a very long period^ say, 99 years, 

claim, 

(1) That It will render permanent improvement of land 
possible, 

(2) That popular feeling is in favour of it. 

To us it appears that a middle course is most desirable in 
as much as it both ensures permanent improvements as weir 
as the community’s participation in unearned increment. The 
term should be between 30 to 60 years and this is largely done 
in the temporarily settled areas. * 

The Ricardian Theory in Relation to land Revenue 

1. In the early days of the company's rule and even as. 
late as the later part of the lOfh century, the Government 
claimed on many occasions to base its land*revenue poliby on 
the pure theory of rent as developed by Ricardo. Ricardo 
depicted rent as "that portion of the produce of the soil which 
is paid to the land-lord for the original and indestraotihle 
properties of die soil.” The Ricardian rent represems a 
difewUial between the produce of the superior land, end tlmt 
of the land, the margipal land being defitmd as that 

quality of land the vehie Of whose produce is jwt equal * ao the 
expensea of production. Rent arises because M date of 
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We have now to discuss the extent to which the land- 
revenue in India corresponds to the Recardi&n theory. 

In tht first place^ India being an old country it is impossible 
to ascertain the original and indestnictible (if there are any) 
powers of the soil. 

Secondly^ no scientific attempt has been made in India to 
ascertain the real extent of the producer’s surplus in as much 
as the labours of the cultivator’s family have not been allowed 
for. 

Thirdly^ the Recardian Theory assumes perfectly free 
competition between the land-lord and the tenant; but in India 
that competition is conspicuous by its absence in as much as 
the villagers are mostly agriculturists and have hardly any 
alternative occupation. 

Fourthly^ the excessive land hunger in India also serves to 
increase the value of land far beyond the amount representing 
the capitalisation of the economic rent. 

Fifthly^ the Government has not hesitated to tax uneco¬ 
nomic holdings which produce no surplus whatsoever. 

Lastly^ the Government does not refund land-revenue which 
is fixed for a terni of years even if it is proved to its entire 
satisfaction that no surplus emerged in any particular 
year. 

Hence it is idle to pretend that land-revenue in India Is 
■governed at all considerably by the pure theory of rent. In the 
permanently settled areas there is a very large surplus of 
which the Government takes only a small fraction, while in the 
temporarily settled areas land-revenue is largely an" app^opria-^ 
tion of the ryot’s bare necessaries of life, and not of 
4;he producer’s surplus. 
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Land Reveaua and canons of Taxation* 

The Taxation Enquiry Committee was asked to judge the 
Hand-revenne policy of the Government according to the 
principles of taxation. .Adam Smith laid down 4 principal 
canons of taxation, namely, those of cirtainiy. convtnieMey 
economy and ability* 

The first principle of certainty is largely satisfied as the 
peasant knows how much he will have to pay during a parti¬ 
cular term of years. Yet there is some element of uncertainty 
on account of the fact that the rates might be enhanced during 
a revision of the scttlemeut. 

(2) As regards the second canon of Convenience^ some 
efforts have been made to satisfy these requirements by intro¬ 
ducing the system of payment by instalments. On the other 
hand, as the settlements are based on averages, the produce of 
good and bad years having been grouped together, there is a 
great inconvenience to the peasant in bad years ; the assump¬ 
tion that the peasant would save in good years against 
the bad years, being largely untrue to facts. The result 
is that the peasant has to go to the Mahajan for the payment 
•of the land revenue in years of scarcity. There is a further 
inconvenience due to the fact that the settlement is fixed for 
a fairly long term and the ryot accordingly adjusts his standard 
of living on the basis of the land-revenue he has to pay 
•during that term. When, therefore a new settlement imposes 
higher rates, the peasant is hard put to it as he is called 
upon to adjust himself to a new situation at a very short 
notice. This disadvantage may, however, be reduced by 
•gradiml increase of land-revenue. 

(3) As regards the principle of economy, it is hardly 
•satisfied in as much as the establishment cost of the collecting 
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agency is very high, though it must be remembered that the 
collectors and their subordinates perform many other functions 
of an important character, besides the mere collection of land^ 
revenue. 

(4) Finallyt as -regards the principle of ability^ we have 
already seen how the payment of land-revenue in many cases 
impinges upon the ryot’s bare necessaries of life. The Govern¬ 
ment, however, claims that there has been a progressive 
reduction in the Government’s share of the produce of the 
soil. As the Taxation Enquiry Committee has shown 
between 1903 and 19*24, while prices have risen by 117 p.c. 
the land-revenue rose only by 20 p.c. 

From the point of view of eqmtjf, howevor we must admit that the 
present land-revenue policy hardly conforms to the principle of 
justice. 

Ill the first place there are great dtKpnrlties as regard incidonoo 
between d[fferent Prm'inces and between different districts of any 
single Province. For example—The burden is less so far as perma¬ 
nently settled areas are concerned compared to temporarily settled 
areas, though of course, the lot of the actual cultivator is rather 
worse in the Zemindary areas. According to the Taxation Enquiry 
Committee, the percentage of land revenue to net rental averages at 
25 in the Punjab (in the 11 districts only) 27 in UP, 10 in Berar, 
17 in Madras, and varies from 17 to 50 in different parts of Bombay. 
The Committee recommended the adoption of a uniforn standard of 
25% of the annual value as the share of the state. 

Secondly, if we just compare inoome-tax to laud revenue we can 
easily realise the great disparity of treatment meted out to, the 
two forms of income. In the first place, there is no tax-free 
minimum in the case of agricultural income. If all incomes below 
Bs. 2000 per annum were exempted from taxation m the case of 

f 

landed income as in that of non-agricultural income, most ryots 

* 

would become at once free from the burden of tax-paymdnt though 
this is not practicable for sometime, yet the ideal solution would 
require some such drastic step.. Secondly, the percentage of tax to* 
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income ifi much higher in th^ ca«e of lauded incomes. Thirdly, there 
is absence of progression in the caso of landed iuennieH, And lastly, on 
account of the average metliml, lands are o^cr-assessed in certain 
years and uuder-assesse 1 in others. 

LAind Revenue : a Tax or a Rent 

The peculiar nature of Land Revenue in India which, as we 
have just seen, can be explained neither by the pure theory of 
rent nor by that of taxation, has given rise to a great contro¬ 
versy, whether Land-Revenue is a tax or a*rent,'.{In that oontro-; 
versy as a rule, British officers have adhered to the view that 
land revenue is a rent, the state claiming-universal land-lordisni 
while Indian writers like Ranade, Gokhale, R. C. iputt, and 
others contended that land-revenue is a tax, in as much as it 
exceeds in many cases the true economic rent. 

Between the two there is what might be called 

the third view, the view most prominently expressed by Baden- 
Powell. In his opinion, the Indian land-revenue i.s neither 
strictly a tax nor a rfent, but partakes more of the nature of a 
tax than a rent. In the permanently settled tracts, obviously 
the state can not any longer claim to jbe the land-lord, as it 
has already recognised the proprietorship of the private land¬ 
lords. In the temporarily settled tracts, the land-revenue is 
more a compulsory tax on agricultural incomes than an 
economic rent determined by the competition between land¬ 
lord and tenant. 

VVe now proceed to analyse the main arguments advanced 
in favour of the two extreme views 

Land Revenue : a Rent 

, * , Ml » ' 

(1) Land-Revenue is a rent because the state in .India has 
always claimed to be the supreme land-lord. The British 

« I 

14 
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Government, being the natural successor of previous Govern¬ 
ments can not but be universal landlord in India. 

The above view, however, is not tenable because of the fact 
that both under Hindu and Moslem rule private ownership of 
land was recognised, the state claiming only a portion of the 
produce of the soil as its legitimate share. In so far as the British 
Government is a legitimate successor to the old non-British 
Governments, the state cannot claim universal land-lordship. 
Certainly, therfe can be no doubt that there is private ownership 
in the permanently settled areas even under British rule. The 
position, however, is not so clear in the Raiyatioari areas, 
where the tenant has been given occupancy tenure which is 
both heritable and transferable. Though there is no substantial 
difference between the positions of the Zemindar and the 
occupancy tenant, except that the latter might be charged 
enhanced rates in different periods, the Government has refused 
to accept or to reject the theory of peasant proprietorship in 
those areas. 

Secondlyf Land-revenue has been described as rent, 

(a) Because it cannot be altered for a long period ; 

(b) On account of the grant of rent-free house sites, 
grazing lands etc. 

(c) Because in raiyatwari areas, a percentage of the net 
assets is taxed. 

As regards the first argument, in can be replied that therd 
is nothing except considerations of convenience to prevent 
the Government from annual revision of assessment. The 
second argument is also not important as the conces¬ 
sions granted are insignificant and because an en¬ 
lightened state might easily grant these without necessarily 
claiming universal land-lordship. The third argument is equally' 
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'false as in many cases land-revenuey far from being a percert* 
itage of the net assets, exceeds the true economic rent of land. 

Land Revenue : a Tax 

(\) Land-revenue is a tax because it is not governed by 
the ]^nciples of rent. It is seldom a taxation of producer’s 
surplus as non>economic holdings have to pay some revenue to 
the state. In many cases the tax impinges upon the ryot’s 
bare necesaries of life. 

(2) It is a tax because it was referred to the Taxation 
Enquiry Committee and judged by the application of the 
principles of taxation. 

(3) TheJncomje tax Act of 1886 exempted agricultural 
incomes from Income tax. This constitutes an admission of 
the fact that land-revenue is a tax. 

The above arguments, however, do not conclusively prove 
that land-revenue is a case of tax. If agricultural incomes 
have not been taxed before 1886, we must remember that they 
were taxed before and might be taxed afterwards. Again there 
is no tax-free minimum in the case of landed incomes nor 
is there any application of the principle of progression. Thus, 
if land-revenue is a tax it is the most unsatisfactory and 
regresslKr from of tax. The truth is that Rent in India is not a 
simple economic phenomenon, but the complex product of 
custmBt legislations as well as purely economic laws. 

The whole controversy is nothing but a profitless war of 
words in as much as the practical solution of the land-problem 
in India does not depend upon the solution of this contro- 
veny. if individual ownership is recognised, that does not 
mean that >the individaal is exempt from obligations to the 
stale. On the other hand, if state ownefship is recognised, 
rtbe sftate cannot take shelter behind that legal theory in order 
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to behave like an irresponsible Land-lord. In both the cases t'he 
Legislalure can legitimately claim to control and regulate the' 
system. It is, however, desirable that the state in India should 
give up flirtation with the idea of state land-lordship and 
recognise private ownt‘nhip every where, which will do much 
to remove the elements of uncertainty and uneasiness in the 
present situation, without plaidng any handicap, whatsoever, 
on the h'gitimate functions of the state. 

PROBLEM OF SUB-iN-FEUDATION 

Origin of Sub-in-feudation. 

Wf have already iU)(ic«‘fl liow the [’ermanent SottleuK'iit Rii\e rise 
tb a louR chain of middlemen Itetween Idie origi^jar Zeminder and the 
sietii.il tillers of the spil. When the Jand-reVffliuo heeanie pcrinancntly 

fixed, it was possible for tlie Zeminder to grant in his tnrii permanent 

« 

loane ot his land to other people on a similarly fixed hut higher rent, 
'fhis would hriiig him not only a net annual income after meeting 
tile state deniaml hut also a large sum as the price of the interest 
eiri'iited and traiisforred hy him at the time of thi* execution of tho 
nuw-loase. The tcinure-holder followed the same example. In this 
way, as the process of sub-infeudation was continued, the chain of 
iniddlomen bei’amc longer, and as each successive grade of intorniediatc 
tenure-holder increased the rental in order to secure a net annual 
income for itself, tho burden which ultimately fell on the ryot became 
heavier. As Dr. Mookherji has pointed out, tl^y^re is a close similarity 
betw'con the land-lord’s estates in Northern India and the Latiftindia 
in Italy and Spain, the estates in both ea.ses arc owned by greAt land¬ 
lords whose.solo interest in their property ia In the tbeir rents.’ 

. * * * 

IfiteriD^ediate in Bengal. 

: Atypical kind 'of tenure, sanctioned by Ifegislation is the 
Patni tenure—It may be described as a .]f)ermahent, • heritable, 
and transferable tenure at a rent fixed.in perpetuity. In case of ‘ 
default tbe Ta/uk will be sold, and if k is not enough, the 
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property will be attached. The Patni System had its origin 
in the Zemindary of the Maharaja of Burdwan. 

The creation of a Patni tenure implies a virtual surrender 
of proprietory right, and is resorted to only when the Zeminder 
is in need of a large sum of money, a heavy premium generally’ 
being paid by the Patnidar. A Patnidat again sublets to a 
durpatnidiirt who in his turn sublets to a sepatnipar. The 
incidents of these subordinate tenures are generally similar to 
those of the original Patni taluk. As Dr. R. K. Mukherje 
has pointed out, if a gradual accession to the wealth and 
influence of the sub-proprietors be a desirable thing in the 
interest of the community, then the action of the land holding 
(’hiss is not in this instance a subject for regret. Moreover, in 
large-estates presided over by big Zeminders, the tenants are 
alwolutely powerless. In an estate, on the other hand, 
parcelled out among tenure-holders of several grades, the 
actual cultivator has above him generally his social peer. 
There is in such ciraumstances a tendency not to rai k-rent the 
cultivator. Hence Sub-feudation, though economically un¬ 
sound, is not an unmixed evil. 

Main types of sub-tenure in Bengal. 

f » 

(1) Jote —it i.s the most commen class of subordinate 

tenure. Jotidars cultivate their own lands and do not always 

possess the right of subletting there lands to tenants at fixed 

rates. Bel()w the Jotedar arc the Chukanidars, who again are, 

followed by Darchukanidars, Dafdanhukanidars^ Tasya — 

(hukanidarSf Telitasya chukanidars. The majority of,tbem 

are under-ryots without any right of occupancy. 

• ( 

(2) Mukrari and Maurashi- The former are generally' 
leases of small plots of land for the construction of permanent 
dwelling houses, factories, burning ground etc. > The leases arei 
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permanent and heritable and the rent is fixed in perpetuity. 
Mautashi tenures are also permanent but are liable to enhance 
ment of rent, unless it is stipulated to the contrary. 

(3) Ijara —Jjaras are farms limited to a term of a year 
The former has no claim to a resettlement on the expiry of his 
lease. An ijara is sometimes sublet, and becomes a darijara. 

(4) Howla—^The howla tenures had their origin in the 
reclamation of waste-lands. These tenures are generally 
permanent, heritable and transferable, but their rent is not 
fixed in perpetuity. Below the howladar is the osaHiim- 
howladar. 

(5) Abadkari-'or Mandali tenure. These tenures 
prevail in Midnapur, and correspond to the howlas of Backer- 
gunge. The Mandali tenure is generally found in those areas 
of Midnapore where the bulk of the population consists of 
aboriginal tribes. In such a community the mandal was the 
representative in all external relations. The tenure is per¬ 
manent, heritable and trans ferable. 

(6) Utbandi system —^Its characteristic features are that 
the ryot has no fixity of the area of lands he holds* and that 
his land is measured and assessed by the land-lord every year. 
The tenant is at liberty to renounce at the end of the year 
any portion or the whole of the land held by him^ while the 
land-lord also has the right of evicting the utbandi tenant 
from any part or whole of the holding at the end ^6f the year. 
It prevails in Nadia and Murshidabad. 

(7) Sanju tenancy of west Bengal, ft is sirailkr to 
the Dhanharari system of East Bengal. The rent is paid in- 
kind, the amount being a, certain fixed quantity of the actual 
OttHum. The rent compared with cash-rent is normally high. 

(8) The Barga or BharChasi System-^This system 
prevails to a considerable extent alV ovar the Province. The- 



LAUD KEVfiNUB 


215 


produce of the soil is generally divided equally between the 
Zemindar and the tenant, though sometimes the share of the 
land-lord comes down to one third of the gross produce. 
Ordinarily the land-lord supplies the seed and bears the 
expense of manure. Besides the rent, the ordinary ryot has 
to pay, certain extra taxes known as Ahwabs both as a 
matter of routine and on ceremonial occasions. The Bargadar 
is generally regarded as a mere labourer in as much as the 
ryot is supposed to have the right to resume it at the end of 
any crop and transfer it to another. This system is very bad. 

(9) Finally, we might refer to the jimha tenure in Backer- 
gunge and the Ghatwali tenure in Birbhum, Burdwan and 
Bankura. The origin of the former was in the protection 
afforded by one land-lord to the oppressed tenants of a weaker 
one, when the latter failed to do so. Jlmba thus implies any 
kind of dependant taluk. 

The Ghatwali tenure is essentially a service-tenure, 
although a small amount of rent is paid. Grants of land were 
made for rendering police or military service, originally for 
guarding the ghat or mountain passes on the western frontiers 
of these districts. In recent times, however, the ghatwalis are 
being transformed into ryot with occupancy rights. 

Tenancy Legislation in Bengal 

The celebrated permanent settlement of Lord Cornwallis 
declared the Zemindars to be hereditary proprietors of land on 
a perpetually fixed land-revenue basis with absolute rights of 
transfer. But then, as we have already noticed, it did not 
define in any specific way the relation that was to exist between 
the Zeminders and the tenants. The immemorial rights of the 
ryots were bartered away, and they were left to the tender 
mercy of the Zeminder. 
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Before the permanent settlement, the khudkhast ryots in 
Bengal formed the governing body of the village community. 
Their rents were customarily governed by the Pargana rates. 
They had also a number of communal privileges in regard to 
their homestead plots and to the pasture and forest lands, to 
the bunds, water-reservoirs, irrigation channels and fisheries, 
to the services of village servants and officials, and to the pick 
of the fields left unoccupied. All these rights of the culti¬ 
vators were left unascertained at the time of the permanent 
settlement and allowed to be regained by the Zeminders. Lord 
Cornwallis no doubt gave a legislative right to each culti¬ 
vator to demand a declaratory lease or pafia specifying the 
rent. He believed that he was giving the cultivator the same 
right to hold his fields for ever at a fixed rent as he was giving 
to the Zemindcr to hold his estate for ever at a fixed land-tax. 

I 

But the minute inquiries into the rents of the cultivators which 
Lord Cornwallis contemplated were never carried out. In 
many respects the scries of land-laws in Bengal since 1859 
seeks to give legal force to the customary rights of the culti¬ 
vators which the permanent settlement left unascertained or 
actually obscure. 

The first Act, however, of the Government after the 
permanent settlement was to strengthen the hands of the 
Zeminders in their work of exploitation by passing the noto¬ 
rious laws known as Haptain and Saptam, 

It was only on 1859 that the Govorninent- realised the helplesKness 
of the ryots .and made tho first sorious attempt to safe-guard their 
interest. 

(1) The Rent Act of 1859 divided the tenants into S broad 
clafises : > ' 

(a) Those bolding land at a fixed rent since tho Permabeht settle-' 
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merit {h) Tho*ve holding land for II contintwus \CAT<i (c) Those 
holding land for less thin 12 v( irs 

(2) It conferred on thr pi s/ el is*, the right to hold land at a 
fijicd rent provided they fould pioM thit then unt had notbien 
mereased dunng th( list 20 m ns Ihis ipplud hn\e\tr onlv to a 
small number of eultn itors 

(B) The « toad ind the most impJitin+ proMsion of Ihe t was 
that whirh It stowed the light of oetiipaiu^ on the sfttnd tliss } \i(t 
If n could be enforetd thiouqh tin ( ouit ind dtfinite rubs ugndiiig the 
enhinument of rtiit wreie lud down 

In practife howcvti the Vti leieiltel manv dfftrts The right of 
oecupinty eould bo estiblishtd onlv if the r\ot tould privethithe 
hid htld the liiid fontimumsli for th« list 12 ytms in ilniost im 
pOKhibkfeit for him Agiin wrheu the lind lord w is entitlidio in 
tnh incenitnt of rent he also found it ditheult to prove tlu hgitini uy 
cf his CISC before a ( ourt of Liwr 

The zemmdera, henceforward, began to evict the tenanta just 
before the completion of the 12th year, and then re^instated them 
after sometime These defects, combined with serious agrarian 
riots, led to the passing of the / c ufal Jenaitcy Ir/ of 1885 This Act 
has served as a basis for Tenancy Legislations through-out India 
It divided the tenants into tenure holders, ryots and under-ryots 
A tenure holder is a person who has acquired from the proprietor 
or another tenure-holder a right to hold land for the purpose of 
collecting rent, while a ryot is a person who has acquired such a 
right for the purpose of cultivation An under-ryot is a person who 
holds land mediately or immediately under a ryot occupancy-right 
could be acquired by holding land continuously for 12 years in the 
some village , the assumption as regards continuity being In favour 
of the ryot unless the contrary is proved It also provided for 
compensation for improvement in case of eviction and laid down 
specific grounds on which rent could be increased Eviction of the 
ocoupanoy-raiyat wouid follow the sale of land in execution of a 
decree for arrears of rent. The non ooeupanoy>raiyat and the 
under-iaifat however, got no substantial Jiroteotion 
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The Amendment Act of 1928 : 

Subsequent experience, however, revealed certain defects of the 
Act of 1885, some of which have been remedied by the Amendment 
Act of 1928 The question of the transferability of occupancy 
holding was so long an unsettled one The Act of 1928 removes it 
and confers on the oocupancy-ryot the detinite right of transfering 
his holdings, the iand-'ord being entitled to a transfer-fee and also 
under certain circumstances to have the holding transferred to 
himself by paying compensation The Act confers on the occupancy 
ryot *'the right over tree” and the right to erect dwelling-houses and 
to excavate tanks in his farm. The Act, also confers a number of 
substantial rights on under-ryots. It provides against an arbitrary 
enahnoement of rent, it being stipulated that the money-rent can 
be increased only by a written registered contranot and that, too 
by not more than 4 annas in the Rupee at the interval of 15 years 
The Act also lays down 5 specific grounds on which the under-ryot 
can be evicted Even on those grounds he is is not liable to 
ejectment if he has been admitted in a document by the land-lord 
to have a permanent and heritable rigits to the land, or if he has 
been in possession of the holding for 12 continuous years, or has a 
homestead thereon The Act also makes the holding of an under¬ 
ryot heritable but not transterable except with the consent of the 
land-lord. 

Such theu, briefly, is the history of Tenancy Legislation in 
Bengal The Legislation is not without its defects As Dr. 
Mukherjee has pointed out The creation of a transferable pro- 
prietdry or tenant right without any limitation has been accom¬ 
panied by great economic unsettlement It is not in the interest 
of cultivation to create sale-able proprietory and occupancy-rights 
which may be bought up by money-lenders and non-agriculturalists,, 
who will convert the cultivating ownevs and tenants into rack-— 
rented tenants-at-will. All their interest in the matter Is to make 
the greatest possible profit in the shortest possible time; they 
have no desire to maiptain or increase the value of the land. This 
is what actually happeud In Ireland under aimihur oircumstanoos 
when the land created a heritable aad aaleidde tenant-right. 
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This experience ought to warn us in India against conferring any 
saleable right on the occupancy tenant who thereby may degenerate 
into a parasite of capitalism. Thus the cultivating peasantry is 
gradually being expropriated It is they who constitute a conti¬ 
nuously increasing class of farm hands and day-labourers; a 
floating population waioh is at once the cause and effect of own 
agricultural ineffloiency. On the other hand, the right of free 
transfer is a valuable one in the interests of consolidation of 
holdings From this standpoint, the obligation tc pay a transfer- 
free to the Zemindar is highly objectionable as it would bo sure to 
prevent such transfers as might be otherwise desirable The 
assurance of Mr Fazlul Huq to introdnce an Amending Bill very 
shortly, in the Bengal Legislative Assembly, abolishing Salamu 
pre*emption rightSi abawdb and other disadvantages, is a welcome 
one as far as it goes- 



CHAPTER XII. 


INDUSTRIES (GENERAL OBSERVATIONS) 

A BRIEF HISTORICAL RETROSPECT 
1. Industries in the Ancient davs. 

m 

History tells us that India had many flourishing; cottage 
industries in the palmy days (jf her ancient history. As the 
Industrial commission has oliserved, “At a time* when the west 
of Europe, the birth place of the moilern industrial system, was 
inhabite*d by une'ivilized tribes, India was famous for the wealth 
of her rulers and for the high artistic skill of her craftsmen.’* 
Another European writer has observed, “the gossamer muslins 
of Dai'ca, the iieautiful shawls of Kashmir and the brocaded 
silks of Delhi adorned the proudest beauties at the courts of the 
Caesers, when the barbarians of Britain were pairted savages.” 
Recent discoveries have also revealed Mummies in Egyptian 
tombs, dating from 2000 B C., wrapped in Indian muslins of the 
finest quality. 

“The skill of the Indians,” observed Prof. Weber “in the 
production of delicate woven fabrics, in the mixing of colours, 
the working of metals and precious stones, the preparation of 
essences and in all manner of technical arts, has from early 
times enjoyed a world wide celebrity. 

Of course, there are certain European scholars such as Sir 
John Marshall, who have disputed India’s claim to originality 
in the development of fine industrial arts except in the matter 
of Jewellery. According to them, the indigenous art of India 
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was of a very primitive type, an<l its later effloresrcnce was due 
to Hellenic and Iranian influence. But this view is not 
accepted hy e\pi-ris like Fergusson, Havel and others and does 
not seem to be true to historical facts. 

With the politit'al decline of the Hindus, however, the 
industrial prosperity of India fell from the heights. 

2. Industries in the Moghul days. 

The decline of Indian industries which began in the lalei 
days of the Hindu rule, and was even accelerated during tin- 
stormy days of the Pathan rulers, was how* ver, arrested and 
even replaced by a great revival in the days of the Great 
Moghuls. Among the finct crafts of the period, we might 
mention the Muslins of Dacca, the shawls and carpets of 
Kashmir, the silk clothes of Delhi and .\gra, the ivory work of 
Murshidabad, the marble work of Jaipur, the perfumery ot 
Gazipur and the velvets of Lucknow. 

Besides, India had a very flourishing cotton hand loom 
Industry which not only supplied the entire local demand but 
also provided a large surplus for export to Ceylon, Arabia, 
Egypt and other neighl) 0 uring markets. Among the minor 
crafts of the age, we might mention the manufactures of woodim 
bed-steads, stools, boxes, leather goods, paper, pottery, and 
bricks. 

3. Industries in the days of the John Company 
and after. 

Before the discovery of the Cape route, the famous handi¬ 
works of India were sold to European markets by Arab 
merchants through the Italian cities of Venice and Genoa. 
Those were the days when Venice held the “Gorgeous East in 
fee.’* With the discovery of the Cape route, however, the 
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monopoly of the Indian trade became the main objective of 
different European nations. The Portuguese were the hist to 
come upon the scene. Later on, the Dutch came to replace the 
Portuguese, only to be driven out of India ultimately by the 
English and the French. Then ensued a bitter rivalry between 
England and France out of which the former was destined to 
emerge victorious. The first efforts of the East India Company 
were naturally directed to the exportation of Indian cottage 
products to Europe. But as Indian calicoes and muslins were 
found to be much cheaper than British woollen and silk 
manufactures, the British Government prohibited the importa¬ 
tion of Indian fabrics into England. 

From this time onward, the East India Company and the 
British Government began to look upon India as a source of 
raw materials, and a market for British manufactured goods. 
The Industrial revolution in England, and specially the 
revolution in transport, heralded by the development of railways 
and steam-ship, served greatly to accelerate the process of the 
decline of the old economic order, though it carried with it 
the potentialities for the birth of the new order. The prevalent 
doctrine of lame^faire gave a further impetus to official 
indifference and hostility. Thus came to an end the long and 
eventful story of India's flourishing cottage products. 

It was not till the policy of Laissez-faire became discredited 
on the theoretical plane, and a series of desolating famines 
revealed the precarious foundations of India’s economic life, 
that the need for industrialisation came to be felt. Both the 
Famine Commissions of 1880 and 1901 recommended the 
rapid industrialisation of India as the only remedy for India’s 
poverty and famine. The Swadeshi Movement of 1905, though 
mainly inspired by feelings of political opposition to Great 
Britain* stimulated the development of many new Indian 
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industries. The enthusiasm, however, could not endtire long 
for want of official support and of experience on the 
part of Indians Thus in the Pre-war Period the only organized 
industries of India were the Jute mill Industry of Bengal, the 
Cotton Mill Industry of Bombay, and the Coal Mining Industry 
of Bengal, Bihar and Orissa. A great step in advance was 
taken with the inauguration of the Tata Iron and Steel Company 
at Jamshedpur in 1907 which actually commenced operations 
in 1912. The Government, however, as it is clear from the 
Despatch of Lord Morley in 1910, still deprecated official inter¬ 
vention in industrial affairs. 

Effects of the war on Indian Industries. 

The next great land-mark was supplied by the Great War 
(1914-18) which by cutting off imports both from the enemy, 
and later on from the Allied countries, gave exceptional 
opportunities for the development of Indian industries. At 
first, however, the field was occupied by Japan and U. S. A. 
It was the realization of the military importance of developed 
Indian industries that led to the complete reversal of the official 
attitude towards Indian industries. In 1916 the Indian Industrial 
Commission was set up to examine the whole question of 
industrial development in India, and to indicate new openings 
for the profitable employment of Indian capital in commerce 
and industry and the manner in which the Government could 
usefully give direct encouragement to industrial enterprise. 
The commission recommended active state encouragement to 
Indian industries. In 1917 the Indian Munitions Board was 
set up *'to control and develop Indian resources, with special 
reference to the needs created by the war.*’ The Board was 
able to foster indigenous industries in various ways specially 
by the purchase of Indian articles and materials in 
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preference to foreign good*! including British. Provincial 
De[):irtmi;nts of Industries were started at the t‘nd of the \\\ar 
and the Munitions Board was merged in the Imperial Depart- 
iiient of Industry and Commcrct'. 

The Post-war boom. 

The close of the war was followed by a great industrial 
boom leading inevifddy to a prolonged trade-depression, 
The exchang<* difficulties at that period further intensified 
these difficulties Mean-While th(‘fci/ Autofunnv Convention for 
India had beim established by the British Parliament. In P)21 
the Indian I*'is''al Commission was sot up under the Presideni'y 
of Sir Ibrahim Rahimtoola. The commission recommended a 
|K)licy of discriminating protection for India which was to lx* 
carried out by an independent Tariff Board. Thus, the pre¬ 
war Laissez-faire policy of the Government was set aside in 
favour of that of state interventionism. Some industrial recovery 
took place from 1924-25 till the Wall street crisis of 1929 
enveloped the whole world including India into a trade 
depression of unprecedented intensity out of which India 
along with the rest of the world has been only slowly emerging. 

Industrial backwardness of India. 

I 

Compared to other advanced countries, industrial develop¬ 
ment in India has been very limited. The salient features of 
the present industrial 'position can be summed up as 
follows :— 

(1) India has only a few developed industries^ such as the 
Jute industry of Bengal, the Cotton mill industry of Bombay, 
the Iron and Steel industry of Jamshedpur, the mining industry 
of Bengal, Behar and Orissa, and the new-born Sugar industry 
of U. P. 
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(2) Even within its limited sphere, industrial development 
has been ^nnevm^ being restricted to mfe and easy forms of 
investment. 

*r 

(3) Thirdly, the development has not been commensurate 
with the size of the country, its population and its natural 
resources. 

(4) Lastly , there has been an almost exclusive reliance on 
foreign imports for the supply of accessories, stores and machi¬ 
neries as well as of foreign technical aud chemical experts. 

(5) But although the present position is nut at all enviable, 
India has great industrial potentialities. We have large natural 
resources, vegetable, animal and mineral and a large home 
market for selling our manufactured goods. We shall now 
study our present position with regard to the different factors 
of production in order to find out the main causes of our 
industrial backwardness. 

Land 

(1) The first essential of industrial development 
is the presence of adequate raw materials and power resources. 

Regarding raw materials^ our r esources, though not generally 
of the best quality, are fairly abundant. For instance, the Jute 
Industry of Bengal mainly owes its prosperity to*the fact that 
Bengal enjoys virtual monopol y of raw jute. Similarly, the 
foundations of the Cotton Mill Industry of Bombay and 
Ahmcdabad have been laid in the supply of raw cotton in 
Berar and some other districts of the Deccan. On the othei 
hand, the comparatively inferior quality of Indian cotton 
cloth is due to the fact that Indian cotton is mostly of the 
short staple variety. In the same way, the comparative 
inferiority of the Indian whi|£ sugar Industry is partly due 
to the low yield ^ sugar-cane per acre and the inferior quality 
of <rar canes. - ‘ ‘ ' 


15 
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As regards poivert India is not as fortunately placed as some 
other highly industrialised countries like England and the 
U. S. A. Our reserves of good coal, according to present 
consumption, are, in the opinion of the coal Mining Committee) 
just sufficient to last 122 years, while the reserves of coking 
coal are only adequate for 62 years Unless proper methods of 
coal conservation are adopted, India, therefore, will have to 
face the prospect of coal shortage in future. Another difficulty 
is the virtual concentration of India’s coal resources in one 
locality, namely the Gondwana coal-field of North Eastern 
India. This factor, coupled with the high freight charge on 
India’s coal, makes it impossible for industrialists in the outly¬ 
ing regions to obtain coal at an economic price. As a matter 
of fact, Bombay finds it more cheap to import coal from Africa 
than from Bengal. 

If our coal resources are not properly distributed, our position 
as regards petroleum is infinitely worse. With the separation of 
Burma, Assam and the Punjab are the only places where some 
oil-fields exist. But their yield is insignificant. In 1930 it came 
to 44 million gallons only. 

Possibilities of Hydro-Electric development. 

But though our coal position is not very satisfactory, and 
our oil resources are almost negligible, we have great potential 
resources in water-power. Electric power is cheaper and more 
hygienic than steam power. It has been calculated that India 
can produce 17 million Horse-Power of electrical power with 
her present resources, of which she has developed so far only 
2 per cent. The most important Hydro-Electric projects exist¬ 
ing at present are the Tata Hydro-Electric Power Supply 
Company Ltd. at Lonavla in Bombay, the Tata Power Company 
Ltd. at Nila-Mula, th6 Andhra Valley Power Supply Company, 
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ihe Kauvery Scheme in Mysore, and the Kashmir Installation, 
while the Koyna Valley Project and the Mandi Project are 
under construction. 

In Switzerland, Sweden, and Norway, where water-fells 
abound, hydro-electric energy is being utilised for a variety of 
industries, both large and small—the railways, irrigation, manu¬ 
facturing industries as well as cottage industries. Prof: Radha- 
kamal Mukherjee strongly recommends the wide spread use of 
Hydro-Electricity in India not only for making up for our Power 
deficiencies, but also for decentralizing our big industries, and 
for developing them on the lines of regional and village 
system. 

Labour. 

(2) The characteristics of Indian labour, and the 
factors that contribute to the comparative inefficiency of Indian 
labour, shall be studied in detail in the next chapter. Here 
we might point out the following main causes, associated with 
our labour, that are responsible for the industrial backwardness 
♦of India;— 

(a) Tkt scarcity of labour supply. 

Industrialists have often complained of the, scarcity of 
industrial labour. This is due to the innate conservatism and 
love of rural life of the labourers themselves as well as the 
general ignorance about labour requirements in different mills 
and factories, the hopeless housing conditions in factory areas, 
tile prohibitive cost of transport, the antiquated methods of 
labour recruitment and the uncongenial atmosphere of factory 
life. With better education and better provision of the amenities 
of life, this deficiency is likely to be overcome. 

(b) ‘ The bad physique of the factory workers On account 
of the ravage of diseases, poor dietary, etc* 
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(c) The illiteracy and lack of technical training of the 
labourers 

fd) The migratory character of Indian labour due to the 
rural bias of the labourers 

fe) The lack of healthy trade union development among 
the workers 

ff) The tropical climate and long hours of work with their 
deadening effect on human energies. 

(g) The dilatoriness on the part of the Government and 
the employers in making the life of the industrial worker more 
easy and comfortable through legislation and otherwise. 

Capital 

r3) The probUms of industrial finance have been 
reserved for a subsequent separate treatment. Wc can here 
just point out some of the outstanding defects. 

(a) Indian capital is proverbially shy. People love to lock up 
their savings in the form of ornaments, and when they invest, they 
like to do so in Government securities or in other safe investments. 

(b) Indian industrialists generally make the mistake of 
depending upon banks for the supply of their working capital. 
They forget that part of the working capital is almost in the 
nature of fixed capital on account of its recurring demand. 

(c) Further, the practice of its depending upon public 
deposits, as in the case of the cotton Mills of Ahmedabad, is 
also dangerous as these deposits have proved to be fair-weather 
friends. They wither up in times of difficulties. 

(d; The absence of wide-spread mortgage-banking in India 
is another handicap. 

(e) The abseneb of Industirifd Gofporatio]ia» whether on a 
Provincial or on an'All India ^W a^ Vietards Hhtt' industrial 

* * S' 

development of India. ' ^ 
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(0 Lastly, the preponderance of foreign capital in many 
industries makes it difficult for Indians to take any share in 
their development. 


Organisation and enterprise. 

(4) It is in this last factor that Indian short-comings axe 
most pronounced. As Marshall wrote long ago, if India had a 
score or two of men like Mr. J. N. Tata and some thousands of 
men with Japanese interest in realities, she would soon hw 
great nation. So far Indian industries have been developife’fiy^* 
few firms of managing agents. This managing agent^ 
greatly outlived its usefulness. The importance 
IS great enough to demand a separate treatnfent which will 
subsequently made 


Attitude of the State. 

(5) Lastly, we might mention that the industrial backward- 
ness of India is due largely to the laissez'fare policy pursued by 
the Government before the Great War. The “great dependency 
of India,*’ as Justice Ranade styled it, was looked upon as field 
for colonial exploitation, as a perennial source of raw materials 
for Bilitish industries and as an ever-expanding market for British 
manufactured goods. It was only the Great War which opened 
the eyes of the Government to the military importance of an 
industrialised India, and since then the Government has been 
(taking steps to encourage the development of Indian industries, 
though even now it betrays an equal, if not greater amciety for 
British manufiacturers. In this connection, we might also 
mention that Indian Railways, controlled mostly by the Govern¬ 
ment and pattly by European capitalists, have systematically 
acted more as a step-mother than as a foster-mother to Indian 
industries. ^ 
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The true lines of India's Industrial Advance : 

The policy’ of Industrialism to which India is committed is not 
without its severest critics As we have already seen in the- 
chapter on economic transition in India, Mahatma Gandhi has 
condemned it in unequivocal terms and has incessantly preached 
both by example and precept his immutable faith in Charlia and the 
KkndHar India's public men, however, including some of the 
greatest followers of Mahatmaji himself, have never accepted this 
doctrine as a practical policy. And this seems to be the common- 
sense solution of the problem As Prof. IIbIc has observed, 
Arcadian simplicity and rural bliss arc now things of the past 
among us. Japan, a country of the orient, has shaken off its old 
garb and even the sleepy celestial Empire has been a.vakoned from 
its slumber of ages The countries cf what is called the Middle 
East are slowly preparing to follow Can India be a solitary 
exception ?” 

But though India has rightly decided to adopt modern methods 
both in industry and agriculture, it will be highly unfortunate if 
she does not avoid the evils which have accompalned Europe s 
experiments with modern industrialism In this connection, we 
must also admit that So far India has not shown any capacity 
or disposition to prqfit by European experience We can only hope* 
that the future will hav.e a different story to unfold 

The main defects of western Industrialism have been the growth 
of mammoth industries in mammoth towns and cities leading to 
the desolation of the country side, and the accumulation of myriads 
of human heads in the congested regions of mills and factories. 

The task of statesmanship in India is just so to orient our 
industrial policy as to steer clear of precisely these evils, and to 
make our industrialism a true expression of our social and natural 
needs, and as far as possible in keeping with the existing arrange*- 
ment of our society. ., , * 

.Dr Radhakamal Mukherjee has advocated a fori^ industrial oo^ 
operation among our artisans in the village w'lth the me df Hydror' 
Electric ^wer which will help to develop modern iudustrias on ar 
small aeale even In the ramotest ragions of the country whai^:.^ow 
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the Tilli^e artisan plied his httmble trade under the greenwood 
•hade Dr. Mukherjee points out the following speoial oiroumstan* 
oes favouring industrial oo-operation among our artisans 

*'Our industrial population is organized into castes, marked by 
a spirit of association, solidity and co>operation in social dealings. 
The caste traditions and the character of the people are thus 
distinctly favourable to co-operation tor industrial purposes. 
Again, the form of industrial co-operation ia structurally akin to 
the economic methods oi our village community 

In the village Cktmmunity, the village induhtriahsts are paid by the 
villagers aud the communal ownership of land, typical in the Indian 
village Community, links itself naturally to the communal ownership 
of machmerv, and the implements of production, as well as the 
remarkable wares, which is the object of industrial Co-operation. Of 
course, only a visionary can suggest that the Indubtriahsed India of 
the future will bo an Idyllic state with every village, a well-decorated 
industrial centre which will bo an absolute stranger to the storm and 
stress of modern industrial strife. Kevertheloss, it should not bo 
practically impossible to develop small industrial towns all o\er the 
country, and to retain as far as possible the homohnoss and the 
healthy surroundings of the old domestic system, instead of swallowing 
up Ioc/'k, stocK aiid barrel tho entire creed of western industrialism, and 
converting this holy land of ours into an East End of Europe " 

IndustrialUation of India and its benefits, 

The Fiscal Commission summed up the following benefits of 
Industrial development in India :— 

(1) It would increase the national dividend and thereby 
help to raise the standard of living of the people. 

(2) It would restore the lost economic equilibrium by 
lessening the dependence of the people on agriculture. 

(3) The profits of industry, being in a concentrated form, 
will help to swell the volume of Capital which will be available 
for fresh industrial Investment. 
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(4) Industries will increase the real wages of labour by 
supplementing the farming income through the employment 
of those superfluous farming members who migrate to the town. 
Moreover industrial wages are higher than agricultural wages 
and on account of competition the former cannot but affect the 
latter. 

(5) It would increase the taxable capacity of the country 
and bring increased revenue to the state. 

(6) Lastly, the effect on the national character will be 
highly beneficial in that an industrial population is much more 
alert and progressive than an agricultural one. The greater 
contact between towns and villages is also likely to have a 
tonic effect on the character of the people as a whole. 

(7) Industries have great military importance both for 
offence and defence. 

(8) Lastly, we might also mention that industrialisation 
will go a long way towards solving the problem of our middle 
class unemployment. 

Indnstrialiaation : its effect on agriculture. 

The above benefits^ of industrialisation should not be dis* 
counted by the familiar argument that industrialisation 
will adversely affect Indian agriculture. 

(1) It has been said that as Industries will attract an 
increasing number of men, tbe total food supply will become 
short on account of diminished production. This apprdien- 
sioD however, seems to be unjustified, as agticnltmre will be 

lather than depressed if it isailniiidQnedji^^consi- 
dpi||hle of the rural populatipn. 

( 2 ) Moreover with improved methods, it It possible to 
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have a much increased volume of agricultural production 
with a much reduced number of actual agriculturists. 

(3) Finally, it is a matter of indifference whether agricul¬ 
ture or industry holds the pre'cminent position in the national 
economy. 

(4) In our opinion a policy of industrialisation far from 
hindering agriculture, will act as a great stimulus in vanous 
ways, both direct and indirect. 



CHAPTER XIII 


THE PROBLEMS OF INDUSTRIAL FINANCE. 
Capital requirements of industries. 


Industries require capital for two purposes 
.(J/) Block Capital for financing fixed assets such as land, 
bundings, machinery etc. ; and 

i2l/Working capital for the purchase and working up of 
raw materials into finished products, for stores purchase etc. 

While Block capital is permanent in nature, working 
capital is partly permanent and partly temporary in character. 
The relative proportion between block and working capital 
required in an industry varies with the nature of the industry. 

European business men are of opinion that Capital required 
for financing fixed assets should in all cases be supplied by 
public or private subscription of shares or debentures of the 
undertaking. When an industry is thus well established, the 
Commercial Banks should supply the capital required to 
finance the floating assets on the security of stock and other 
liquid assets 


Financial handi-capa of 1 ndian industries. 

Indian basinesa men point out the following handioapR to Indian 
indnatries. 

(1) It is complained that conservatism and lack of initiative make- 
the banks very timid and prevent them from embarking on under* 
writing of indnstrial capital or even lending money on the aeourity of 
Industrial shares to any great extent. The Imperial iiuik of India, 
for example, is debarred by statute from giving loans to Industrial 
Ck^panies for oapitkl expenditure. Even as regards floating capital. 
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the Bank insists on a margin of something like 80% which means 
that Industries have to provide not only the whole of the block-capital 
bnt also 80% of the working capital. 

(2) Banks usually insist on a full backing of tangible and realisable 
security for their loans and take no account of the personal credit of 
the borrowers. This is not suppor tod by British example. 

(8) In times of depression Indian industries do not get the 
necessary sympathetic treatment from the Banks. 

(4) The contention that Banks in India are not equipped with the 
technical knowledge necessary for valuing the assets of an industrial 
concern is certainly not true of large industries where suffieient 

data are available through balance sheets and reports from which the 
Bankers can form a correct opinion about the financial position of the 
concerns. 

(b) At present, Banks finance industries out of short-term depositii. 
Though they are willing to renew these loans, from the point qf view 
of the industrial concerns this position is precarious as the concern is 
not sure of getting a renewal. 

6. A great deal of the Capital required by the Cotton Mills in 
Bombay is obtained directly by means of deposits from the public. 
This system is compared to a fair-weather friend as deposits arc 
liable to be with drawn in bad time s. 

7. The Imperial Bank of India is further accused of racial dis¬ 
crimination against Indian concerns. 

8. The rates of interest charged to Industrial loans and advances 
are said to be generally much higher than the Industries can bear. 

Besides the above defects in the Banking system the lack of 
Indian capital for Industrial Development is due to the following 
factors .*— 

(1) ITiere is no recognised method in India by which the general 

public can obtain advice and assistan ce as regards inve stment in India. 

!biere ate m^ny ucbitn centres with no bank to give some sort of 

advice. The stock exchanges function only in the large sea-porta 
^ • « 
and as such are b^ond the reach of the up-country investor, 

(5) The failure of'many small Industries has also shaWnthe- 
oonfideuoe of the ' ^bUe hi indnstrial investment to some extent. 
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Kenoe there is a preference for safe investment in Government 
HOcuritipB and cash-certificates. 

(3) Another defect is the almost complete absence of Mortgag e 
Ban king in India due to following caseB ;— 

(a) There is a class of Indian investor which looks for oapitaJ 
appreciation in its investment so that Debenture lo'ans with a fixed 
vicld of interest and with no prospect of oaj^ital appreciation have 
therefore no attraction for this class. 

(b) Unlike the practice of other countries, Insurance Companies 
In India do not invest any considerable part of their surplua funds in 
Debentures. 

(c) The heavy stamp duties on debentures and on transfers of 
dobontnres is also a great impediment in the way of Industrial deben¬ 
tures becoming popular. 

(d) Small concerns cannot raise debentures. So special Institutions 
are necessary for these purposes. 

(e) Moreover debentures will be acceptable only when profit is 
\i8ible. 

(f) The market for debentures is limited owing to general prefe¬ 
rence for investment in land. 

(g) Debentures are generally monopolised by limited groups of 
financiers who do not try to create a general market for them. 

(h) The success of a debenture issue also depends upon the nature 
of the security ofiefed and where this was satisfactory as in the case 
of some Jute Mills, the public readily subscribed. 

(i) Lastly, the Government is a great rival for capital. While 
Government security offers a very safe form of investment, industrial 
investment does not offer such security in view of the uncertainty in 

Fiscal Policy of the Government. 

Remedies of finaiiciel handicaps. 

Haviinr^il jl ll^ied the principal defects in the prevailing 
system of Industrial finance, we now proceed to analyse the 
principar lines of remedial action. " ^ 

(t) Jh the first place foiLthe supply of 6a,pitaLwe 
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All-India bas is. The Government must take the initiative m the 
creation of such an Institution either by subscribing a substantial 
part of the shares or debentures, or by a guarantee of interest. 
There should be a special expert Committee which will keep in 
touch with small industrialists in order to lay down a definite 
scheme of assistance, and to define the methods of Such assis¬ 
tance. Pending the establishment of such Banks, the Indus¬ 
trial Commission suggests that the existing Bank or Banks in a 
particular locality should finance middle class industrialists by 
advance of loans to them subject to a guarantee by Government. 

(2) Secondly, we have to e stablish an Interm ediary betwee n 
the general public and the Ma naging Agent who will be able, 
by his expert knowledge and financial strength, to inspire the 
confidence of the investor in the ultimate success of the 
concern He must be in a position to underwrite the shares 
in the fiist instance so as to relieve the Industrial concern oi 
financial burden and give it expert information. 

(3; in times of depression and also when amal¬ 

gamation is proposed, some Institution is required which will 
not only afford advice and financial assistance to the Industry 
but may also assure the Public of the soundness of such schemes 
by impartial investigation 

Lastly^ the system of Mortgage-Banking should be 
systematically developed. It is then and then only that 
Industries cEn be rescued from their helpless dependence upon 
Mwaging .Agents 

Indigenous versus foreign capital. 

4 

TIm Pretmil pGfiittoii aa regarda their releltre 
importaiiee* 

' 1. Rif almost impossible to form a correct eitiniateaa 

ifdgkrd^ tSe totd amouift of indigenous and fbreign Cafital 
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invested in the Manufacturing industries in India. The availa¬ 
ble statistics do not help us much as part of the Rupee-Capital 
is held by Europeans and part of the Sterling. Capital is held 
by Indians and further because Capital for manufacturing 
industries is sometimes combined with that for trading purposes 
and lastly because not all the capital of companies in India is 
utilised for the purely Indian Branch of the concern. 

A According to the evidence of the Associated Chambers of 
Commerce before the Simon Commission, the amount of 
British capital invested in India stands at ;£100D million. Of 
these;^40D millions are accounted for by Public and guaranteed 
loans, ;;f60 millions by investment in Industrial and mining 
enterprises, and ;£340 millions by investments in plantations, 
Banking, Insurance, Trading and Shipping enterprises. 

According to Dr. Soni about Rupees 1800 millions have 
been invested in purely manufacturing industries, and that, 
although sometimes Indian and sometimes foreign capital 
dominates whole groups of Industries, their strength is 
jiearly equal. But the financial strength of foreign companies 
is really much greater on account of their greater credit 
facilities both in India and in London. 

The greatest achievements of indigenous capital have 
been in the Cotton Mill Indu stry. Iron and steel Industry, sugar 
factories, water power ins tallations and some minor enter¬ 
prises like Paper Mills, Cement Works and small mines. Foreign 
ca{)ital, on the other hand, has triumphed in the Jute Mills of 
Bengal, Woollen Mills and Tanneries of Cawnpore and Ing 
Engineering Works and the most prosperous mines* Bi^ides, 
foreign capital predominates in plantations,' baiddng; insurance, 
trading and shipping enterprises. 

The main cause of the supremacy of foreign capital in 
Jhose spheres lies in the fact that Indians, ney^ understood 
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the science of Coal and Ore-mining, nor that of Tea, Coffee and 
Rubber. In Shipping, Engineering, Banking, Insurance, Wood, 
Leather and Jute, Indians suffered both from ignorance and lack 
of venturesomeness. In recent times the amount of indige¬ 
nous capital has been coming out more freely. The Great War, 
in particular, made the Government realise the vast potentia¬ 
lities of the Indian money market for successful flotation of 
Government loans, and since then rupee loans rather than 
sterling loans have generally found favour iii Government’s 
eyes. 

Nevertheless, the total capital resources of India are strictly 
limited. The amount of hoarded wealth is officially put at a 
much higher figure than it actually is. According to Dr. Soni 
Rs. 600 millions is all that that can be looked upon as the 
amount of capital available for Industrial purposes. As India’s 
need for Industrial development is very great, it may not be 
possible to finance all our Industrial enterprises by means of 
indigenous capital. Hence the problem of foreign capital 
assumes great practical importance. 

'Conditions governing the utility of foreign capital. 

The main issue before the country to-day is, -bow far it is 
■desirable to follow the policy of ‘open door’ with regard to 
capital. Now, here we might mention at once that foreign 
capital can be imported into the country in two forms : ( 1 ) as 
loan capital; and (2) as investment capital. In the former 
case, the foreigner gets only the interest until the principal is 
repaid. In the latter case, the foreigner gets both interest,and 
profit The example of other intensely nationalist countries like 
Japan and U.S 4 A. shows that in the first stage of industrial deve¬ 
lopment, foreign capital in the sense of foreign loan is a great 
blessing, as otherwise the country would have to wait indefi*, 
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riitely for its industrial development. India, therefore, should 
welcome foreign capital in this shape for her rapid industrial 
regeneration, although considerations of exchange, and of 
fostering habits of savings among Indians, should qualify our 
zeal even in this respect. 

But the historical fact is that apart from subscriptions to the 
Government’s sterling loans, foreign capital almost invariably 
came into India accompanied by foreign enterprise, and has 
thus deeply entrenched itself in some of the most prosperous 
major industries of India. The living question is, how far the 
free iniportation of this type of foreign capital is compatible 
with the true interest of the country. 

Here, we at once confront fundamental cleavages of 
opinion between the official supporters and the general public 
of India. 


Recommendations of the Fiscal Commission and 
their criticisms. 


The Indian Fiscal Commission pointed out the following, 
advantages that India might derive from foreign capital and 
foreign enterprise :— 

• i' 

(1) It will expedite the process of industrialisation and 
thereby increase the National dividend. 

' This proposition is, however, partly true in as much as the 
National dividend will.be increased only through increased 
wages and not through increased profits. On the other hand,, 
the country's natural resources might be exhausted^ as in the 


case cf the Indian coal-mines, for the enrichment of 
! country. ^ 


' ’^2) The^Commission observed that^'itha' 
imports into the’coutitry the technical knowledge ahd 
.'iratiofi which ^ are necessary • for fndiaiiS toltewn hefbie th^y 
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can themselves help to develop their country. This particular 
view is objectionable on the following grounds :— 

Firstly^ technical knowledge is largely an international 
property, and expert technologists are easily available to the 
highest bidders. 

Secondly^ the assumption that foreigners would voluntarily 
train Indians in the mysteries of their business, is entirely 
a baseless one, having regard to our past experience in this 
respect. 

Thitdly, the view that by admitting foreign capital, India 
automatically admits the most up-to-date methods and the 
newest ideas and benefits by adopting those methods and 
assimilating those ideas is further objectionable as it suggests 
that Indian industries can progress solely by copying western 
methods and ideas, and that Indians as a race are congenitally 
incapable of producing any originality of methods and ideas in 
industrial matters. 

Fourthly^ if it was not necessary for France, Germany, the 
U. S. A., and Japan to invite British capitalists to further indus¬ 
trial regeneration, there is no reason why India should so help¬ 
lessly depend upon them. . 

(3) Another advantage claimed for foreign capital is that, 
it bears the cost of initial development and smooths the path 
of indigenous enterprise. 

The advantage claimed would be real if there was any 
great possibility for Indians to step into the shoes once the; 
initial stage is over. Unfortunately, however, the foreigners 
Imye dhon^ no d^ire to abdicate in favour of Indians after 
pioneori^ soi^^^lcinterprise. Rather they have deeply eirtren-' 
chid thenm^l^ :Wlndkun :'soil and have thwarted all elbrts 
CRH part pClh^ans to intrude upon* their privileged pdettibiis.* " 


■41 
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By practising the economies of mass production the foreigners 
have tried to set up monopoly for all time. 

t 

From the about analysis, we find that most of the arguments 
advanced in favour of foreign capital and enterprise are either 
wrong or are only partially correct. On the other hand, 
Indians have the following positive objections to the importa- 
tjif{i of foreign capital and enterprise :— 

Positive evils of foreign capita l. 

(1) Firstlyt the profits_ go out of the country and thereby 
the country becomes progressively impoverished. It is a pity 
that while the grinding poverty of the Indian masses remains 
unaltered, if not accentuated, British merchants should be able 
to maintain a most extravagant standard of living and create 
huge fortunes for themselves before they retire to their 
Mother-land. 

(2) Secondly, it is notorious that foreign firms appoint as 
Directors and as members of their superio r staff persons of their 
own nationality excluding the claims of highly qualified Indians. 
It is a pity that people who secure their livelihood on Indian 
soil have been allowed to discriminate against Indians at 
almost all points on sheer racial ground without hesitating to 

exploit fully Indian labour, whether manual or intellectual. 

} 

(.3) Thirdly, foreign firms have the greatest reluctance 
to train Indians as apprentices so that one of the main 
arguments of the apologists of foreign enterprise in India has 
been proved to be absolutely baseless. 

(4) Fourthly^ the relations between labour and capital 

r* - - ~ 

are not very harmonious even when both belong to same 
nationality. In the case of foreign enterprise Ihp dotobination 
of white capital and coloured labour has intloduOdd a further 
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element of discord* as has been in evidence in the recent 
Railway and Jute strikes. 

(5) And lastly, there is the overwhelming political 
objection against foreign capital in that it gives rise to vested 
interests which have proved to be a tremendous handicap on 
India's road to freedom. As we shall presently see, it is these 
vested interests which are responsible for very wide, far 
-reaching and even ubiquitous special powers of Governors and 
^i^ceroys under the recent constitution of India. 

Suggested restrictions on foreign capital. 

The External Capital Committee of the Indian Legislature 
after recognising the need for foreign capital, have suggested the 
following restrictions for the regulation of foreign enterprise 

(1) Foreign companies should be incorporated in India 
•and registered with a Rupee-capital so as to enable Indians to 
purchase their shares. 

(2) . A proportion of the shares should be reserved for 
Indians in order to give Indians partial control over the 
management. 

(3) A certain proportion of the Directors should be 
Indians, preferably chosen by Indian share-holders. This 
provision exists in almost all advanced countries including the 
Upjtted Kingdom. 

(4) Foreign firms must take Indian apprentices for 
imparting Industrial training. The majority reports of the 
Fiscal Commission and the External Eapital Committee suggest 
these restrictions only in the case of those foreign firnu which 
mij^t receive any state-bounty or special concessions. The 
mihonty reports however, support these restrictions in all cases 
and in So doing that they have the backing of the entire non- 
H^ial . <^ion in India. The majority sUsQ express die 
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apprehension that if these restrictions are made universalv 
‘foreign capital might be scared away to the detriment of Indian 
interest. We do not, however, find any basis for such apprehen¬ 
sions. 

Foreign capital under the new constitution, 

The generally acoopted Indian opinion that the so-called new cons¬ 
titution is more an Act of policing than a charter of freedom no 
where finds greater confirmation tlian in the notorious clauses under 
the heading of what is cuphimistically called “Safeguards" and 
“Commercial Discrimination " 

(1) Sections 118 to 116 of the Government of India Act 198.5 lay 
down in minute details that any Indian legislation, whether federal or 
provincial, which imposob any restrictions either on the right of entry 
into British India or by way of discriminatory taxation against British 
^bjocts or British Companies ; or which denies to British Companies 
any facility by way of bounties, stores-purchase etc. which is conferred 
on Indian Companies, will be at once ?iltra tnm. 

(2) In particular, British shipping, whether coastal or oceanic, 
must be given the same amount of privileges and rights which might 
be conferred on Indian shipping in Indian Territorial waters. 

(8) Besides the above statutory prohibitions, the Instruments of 

Instruotions to the Governor-General and the Governors give wide 

discretionary powers to them in the matter of assenting to bills, 

Miabling them to refuse their assent to any measure which, though not 

discriminatory in form, might have, in their judgment, a discrimi* 

& 

natory effeot. ' 

(4) In case of doubt, the Governor-General and the Governors 
are required to reserve the Bill for the signification of His Majesty’s 
^ pleasure. 

(6) Besides, it is a special responsibility of the Governor-General 
and the Governors to protect British Companies against administrative 
discrimination and in the discharge of that s^^eoiai TesponSibility 
they are to be guided entirely by their own indivtfkialjttigttmt . > 
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<(6) The above seotionvt however, are subjeqt to^ the prodao that 
mo oompasj incorporated in, and persons domicited in the United*' 
^ngdom are to receive any benefits from them nnless the law in the 
•United Kin^om confers reciprocal benefits there on Oompanies 
iacorpoi;ated and persons domiciled in India, 

(7) It is further provided that the above sections will not affeet 
the operations of any existing Indian law. 

(8) Finally, it is laid down that if after the establishment of the 
'Federation, a convention is entered into betw'een His Majesty's Govern 
ment in the United Kingdom and the Federal Government in India, by 
which reciprocal treatment is assured, His Majesty may by 0rders4n 
•Council suspend the operations of these sections. 

(9) All the above provisions apply to both existing and future 
'British residents and Oompanies. From the above provisions against the 
so-called Commercial discrimination, it is clear that the British 
'Government have etatutorily abandoned the so-called Fiscal Autonomy, 
Convention which the British Parliament is supposed to have granted 
to India in 1917. 

The hopes cherished by patriotic Indians of fostering Indian 
industries and enter-prises, and specially of reviving Indian coastal 
shipping which has been systematically destroyed by preferential 
treatment to British shipping in Indian Territorial waters in the past, 
have been ruthlessly dashed to the ground by the policy of open-door 
which In effect, has been established by the New Constitution in 
defiance of solemn pledges in the past. The face-saving provision of 
reciprocal treatment in the United Kingdom for Indian residfflits and 
Oompanies serves only to odd insult to injury and deceives no one as, 
-rega^rds the real motives of the British Parliament, as every body 
'linowfr that Indians who cannot utilise their opportunities in their own 
home can hardly dream of daring the British Lion in his own den. It ii 
a pity that while highly, advanced countries like Germany are governed ' 
by {jHnmplee of autarchy, india should be statutorily made so maaoi^ 
lestfy.vidiQorable to the onslar^hts of British Imperialistio penetn« 
^ofi at a time when the Indian new-fledged and hig^y seniitive 
Naidonalism is ohnnonriBig to become the undisputed mistreat itiij 
Jhisr. .own house. ' - 
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The Managing Agency System 

No study of the problems of Industrial finance in India will 
be complete without a clear idea of the so-called Managing, 
Agency System with which Industrial development in In(|ia has- 
been so far, except in regard to Joint Stock Banking, almost 
completely bound up. The Managing Agency is a ^private- 
partnership of 3 or 4 members usually related to one another. 
The Cotton Industry of Bombay, Jute, Coal, Tea of Bengal and 
the Indian Sugar and Iron and Steel industry, all are managed 
by the Managing Agents. They are responsible for a large part of 
the Capital, both fixed and working. They purchase raw mate¬ 
rials, supervise the manufactures, sell the products and control 
the management in all spheres. When Banks require guarantee, 
the Managing Agents give the same. Thus, in many ways, the 
Managing Agents have rendered yeomen’s service to the- 
cause of Indian Industrial development. 

The Managing Agency System has, of late, come in for 
severe criticism. Before dwelling upon them we might, at 
first, point out some of the advantages of the system 

« I 

Advantages of the System. 

(1) In the absence of wide-spread banking facility and of 
a large nnmber of industrial entrepreneurs, the system was the 
only possible instrument for beginning the Industrialisation of 
India 

(2) Again financially individual concerns have been better 
able to withstand depression or overcome the initial difficulties- 
of every new activity, because of the financial standing of the 
Managing Agents. 

(3) The Managing Agents have realised some of the 
economies of vertical combinations because of their contco]i 

' ‘t, 

over a number of allied trades and industries. .. 
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(4) Lastly, they have also attempted to secure uniformity 
of dividend in the various concerns they control. 

Defects of the Managing Agency System. 

The system, however, has lent itself to the following abuses ' 

(1) The ownership of the Agency, at least so far as the 
Indian type is concerned, is entirely governed by the hereditary 
principle^ so that the management often passes-into incompetent 
hands. In this respect, the European Managing Agency System 
is decidedly better. Under it the original founders 
have their family represented on the firm from period to period 
but there is always an outside element brought into the business 
which brings w'ith it not only some capital and industrial 
experience, but some technical knowledge as well. Recruit¬ 
ment takes place generally from the firm’s senior assistants*. 
Such an arrangement retains the best features of the hereditary 
system and the selective system. 

(2) Thus, because of its very constitution, the Indian 
managing system has been financial rather than industrial. 
There has been a lamentable lack of technical knowledge 
on the part of the Agents. 

(3) Again, Indian managing firms lacked continuity, 
as the powers of assigning the rights of Agency firms vested 
with managing agents were exercised without any reference to 
the desire or the feeling of the share-holders or the interest of 
Industrial Companies. 

(4) Again, while the Managing Agents themselves may 
be efficient, they have benefited themselves rather than the 
company. They have been charged with taking secret com¬ 
missions in the course of their buying and selling transactions 
undertaken on behalf of the firms. 

(5) Again there is little division of l^ur wi^tt the 
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Agency organisations and the control exercised by the Agents 
in the details of the business is admittedly very slack and 
unsatisfactory. 

(6) The Managing Agents have not always been business¬ 
like in their methods, as the losses in one concern have been 
covered by profits in another. 

(7) Their policy of declaring high dividends in times of 
prosperity, without making adequate provisions for res^e- 
funds, is also largely responsible for the vulnerability of 
of Indian concerns in times of depression. 

(8) Further, the Managing Agents have not sometimes 
hesitated to utilise the profits of businesses for their own 
private expenditure. 

(9) The Managing Agents have seldom attempted to 

rationalize their businesses. The present system of labour 
recruitment in the Bombay Cotton Mill Industry is highly 
defective, based as it is on the Sardar System. There is 
almost a complete absence of record-keeping. Nor a little of 
the troubles of the cotton Mill ln«^ustTy is due to labour 
difficulties which the Managing Agents never tried to solve. 
Again Managing Agents have never tried to eliminate waste 
specially in the matter of coal consumption. There is no 
provision for keeping adequate information and accurate data. 
Marketing and industrial research has been almost completely 
neglected, though, of late, some start has been made in this 
direction. The unhappy state of Indianrowned Collieries is 
largely due to the absence of amalgamation whi<^ mig^t have 
proved to be a great boon. --.V ' , 

As Dr Lokaoatlia]^ has observed, the olMudikmed type of 
, nien who have made sOme money in trade and coismense) ^atid 
gained some knowledge of Industry by of 
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management, are definitely an anachronism under modern 
•conditions. 

(10) Lastly, the remuneration of the Managing Agents, 
having regard to their incompetence, must also be regarded as 
excessive. So far, their remuneration has taken the following 
forms : 

(a) A certain fixed annual sum is paid for their head 
office expenses. 

(b) A minimum commission is paid under all circums¬ 
tances. 

(c) They also receive a commission either on production 
or on sale or on gross profits. 

(11) An incidental result of the system has been the 
reduction to almost superfluity of the Boards of Directors 
required by law for various firms. Where so much depends upon 
Managing Agents themselves, the duties of the remaining 
Directors have inevitably been merely to satisfy the legal 
requirements. The same set of “friends” has been nominated 
for all the companies under the Managing Agency firm, and 
has played a strictly gramophone role. 

Such, then, are the principal merits and demerits of the Managing 
Agency system. ' » 

The 93rstem as modified by the Companies (Amendment) Act 

of 1916. 

Some of the more glaring defects of the system have, of course, been 
.sought to be remedied by the recent Indian Oompanies (Amendment) 
.Act of 1^. 

(1) Act limits the term of office of a managing agentto twenty 
yean at h time, r^ricts transfer of his office, provides for his removal 
fcnrfritid or breach of trust, freseribes as his renumeraticm a certahi. 
peveentSfe of the net profits besides a minimum payment'in the ease of 
abeaneo or inadequacy of profits and an office ailowance tobedeAned 
-^.thejagrenR^t ofmaingement. S 
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(2) Again no Company shall make to a Managing Agent of the 
Company any loan out of moneys of the Company or guarantee any 
loan n)a(lo to a Managing Agent, though the Managing Agent may have 
a current account credit within limits previously approved by the 
Board of Directors. 

(B) Moreover, except with the consent of three-fourths of the 
directors, present and entitled to vote on the resolution, a Managing 
Agent shall not enter into any contract for the sale, purchase or supply 
of goods and materials with the Company. 

(4) No Company, incorporated under the Amendment Act, which 
is under the management of a maiiaging agent or agents shall make any 
loan to, or guarantee any loan made to any Company under manage¬ 
ment by the same managing agent; and no Company shall do the same 
after the expiry of Jiix months from the commencement of the Act 
except in certain circumstances. 

(5) A managing agent shall not exercise in respect of'any Company 
of which ho is a managing agent, a power to issue debentures or, except 
with the authority of the directors, a power to invest the funds of the 
Company. 

(6) A managing agent shall not, on his own account, engage in any 
business which is of the same nature as and directly competes with 
the business carried on by a Company under his management, 

(7) A managing agent, whose office is terminated, shall, upon 
such torminatiou, he entitled to a charge upon the assets of the 
company by way of indemnity for all liabiliti6.s or obligations properly 
incurred by the managing agent on behalf of the Company. 

(8) If a Company is wound up either by the Court or voluntarily, 
any contract of management made with a managing agent shall be 
thereupon determined without prejudice, however, to the right of the 
managing agent to recover any moneys recoverable by the mani^ng 
agent from the Company, provided, in the findings of the Courts the 
winding up is not due to the negligence or default of the luaxtaging 
agent himself. 

. (9) The directors, if any, appointed by the manhgi&g Agent, tfaftU 

not exceed in number one-tinird uf Uie whole numbeir of directors. 
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(10) Finally, we might mention that for the firnt time in Company 
law, a statutory definition has been conferred on the term Managing 
Agent. “Managing Agent means a person, firm or Company entitled 
to the management of the whole affairs of a Company by virtue of an 
agreement with the Company, and is under the control and direction 
of the directors except to the extent (if any) othei wise provided for iit 
the agreement and includes any person, firm or Company occupying 
such position by whatever name called.” 

Criticisms of the Amendment Act. 

Such thou are the main provisions of the new Amendment Act 
and they arc mainly aimed at Managing Agents. In many respects 
the new Company law will remove many of the glaring abuses which 
have crept into the Managing Agency system. Nevertheless, it has 
the following principal defects :— 

(1) The 20 year’s term of tenure, though gtncrally desirable, is 
certainly un-necessary for well-established industries which can thrive 
without the driving force of Managing agcnt.s whose energies 
could be diverted to more fruitful channels and to the growth of new 
industries. 

(2) Again, under the new law, the Managing Agent is removable, 
within the term of his appointment, only if he is convicted of an 
unbailable offence in relation to the affairs of the Company, under the 
Indian Penal Code. There is absolutely no reason why a person guilty 
of fraud, whether arising out of the affairs of the Company or not, 
should not bo removable from his office if he forfeits the confidence of 
share-holders. 

% 

(8) Again the section by which lifanaging Agencies arc terminated 
automatically at the end of 20 years may not really be in the interests 
of the share-holders themselves, as the Company is saddled with a 
liability for comp^sation whose nature and extent can probably be 
ascertained only after fighting a suit. In addition, the probable effect 
of the section will be to deprive the Company of financial assistance 
from the Managing Agent, which it otherwise might have had, for a. 
loRg period before the termination of the Agency. 
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Conclusion. 

Such then is the new position of the Managing Agents 
under the Campany law. Before we conclude, we might say 
a word about the future of the Managing Agency system. The 
European branch of the Managing Agency system will no 
doubt continue to exist for a considerable period both on 
•account of the dearth of European entrepreneurs in India and 
also because it is based both on hereditary and selective 
principles. The future of the Indian type, however, is doubtful. 
The Company law has tried to do its best to protect the interest 
of share-holders who in the past have been cheated by the 
Managing Agents. But the real solution will come when 
Indian business will be bold enough to strike out an indepen¬ 
dent path of its own without coming within the vortex of a 
limited group of Managing Agents. 

THE FISCAL POLICY OF INDIA. 

A Historical Survey. 

The policy of British India in the days of the Company was 
governed by the old ideas of colonial exploitation. While the exports 
of Indian Cottage products were penalised by high British import 
duties, or altogether prohibited, British imports into India were 
admitted practically duty-free. Britain wanted to make India the 
.source of her raw materials and the market for her manufactured 
goods, and this policy was successfully pursued both in India and in 
Oreat Britain. Discrimination was made not only against non- 
British goods, but also against non-British shipping. Thus there were 
practically four rates of import duty (l) one rate for British goods 
•Oarried in British ships. (2) Another rate for British. |(Oods osrried 
in non-British ships. (S) A third rate for non-BiiMfl(hr8^t|^ caarried 
in British ships. (4) A fourth rate for nourBeftish , goods oarried in 
• non-British ships. 

Besides differentia ixoport duties, th«fo were ifos also a xmmher 
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of inland transit duties, a heritage of the previous Moetlem adminis¬ 
tration, which also grealty hampered internal trade and production. 

It was in the forties of the last century that some beneficent 
changes were introduced in India's Fiscal K}''stem. In 1844 the inland 
duties were abolished, while in 1843 the policy of penalising non- 
British shipping was withdrawn. Liberalism scored another triumph 
in 1859 when British and non-British goods came to be treated on 
exactly the same footing. 

After 1860, in India as in Great Britain, free trade ideas 
gradually gathered strength. Mr. James Wilson, the first Finance 
Member of India, reputed as a free trader, aimed at a uniform import 
tariff rate of 10 per cent, ad valorem in 1860. Gradually, even this 
moderate rate was reduced so that in 1867 a large number of articles 
was added te the free list, while in 1875, all export duties were 
abolished except those on indigo, rice, and lac. 

Meanwhile the Manchester Chamber of Commerce was growing 
impatient at the retention of the import duty on Cotton pieco-goods. 
Lord Salisbury, the then Secretary of state for India, brought pressure 
on Lord North-brook, the then Viceroy of India, to remove the ootton 
duties. The latter, however, remained firm as the abolition would cost 
India £300,000 which India was not in a position to do without. A 
bitter straggle went on between White-hall and Calcutta (the then 
Capital of India) leading to the ultimate resignation of Lord 
North-brook. 

••The next Viceroy, Lord Lytton, came w^th the avowed 
determination lo placate Lancashire, though he had to wait 
till 1882 when not only duties on cotton but also all other 
import duties widi one or two minor exceptions were abolished. 

From 1882 t6 189+ India was practically a free trade 
country. In 1894, however, the Government was forced t6 
impose many import 'dtities for revenue purposes as it bad 
sustained b^vy losses on account of the depreciation'of silver^. 
At first, cotton was ^exempt^-as a sop to Lancashire! tmt, later 
on/ii Was found impossible to do witbot cotton duties. At Ibe 
ijW time, hommi tbef Govemmjefit. loosed a o>ant^alU^^. 
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cotton excise duty in order to silence Lancashire’s opposition. 
This last action of the Government set the whole heather 
on fire . and became a standing political grievance in India. 
Hence forward, a close alliance gradually developed between 
Indian political aspirations and India’s Cotton Industry. 

In 1899 a counter-vailing Sugar Duties Act was passed, 
empowering the Government to impose a special duty on 
bounty-fed sugar equal to the amount of the duty. This duty 
was withdrawn in 1932 in the cases of the countries which 
were signatory to the Brussels Sugar convention, and in 1912 
it was finally dropped. 

The Great war proved to be another great land-mark in 
India’s tariff" history The extra-ordinary expenditure during 
the war compelled the Government to impose higher duties 
on various commodities, luxury goods being taxed at the 
highest rate. The war also witnessed the birth of two new 
export duties, known as “war babies”, namely the duty on 
Jute and the duty on hides and skins. The latter duty has 
betn repealed during the course of 1934 and 1935. Lastly, the 
war was responsible for making customs revenue the most 
important source of revenue to the state. 

The high customs duties during the war as well as the 
-cutting off of foreign imports, helped to bring into existence 
a large number of nascent industries or a great expansion in 
some of the old industries. When the war stimulus was over, 
however, the need for artificial protection to some of these 
industries became manifestly clear to everyone. Accordingly 
the Indian fiscal Commission was appointed to examine 
fully the whole question df Protection and Imperial 
Preference, as far as it concerned India. The Commission, 
recommended a policy of Discriminating Protection lor India 
which has since been adopted by the Government We shall 
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now discuss at length the whole question of Protection and the 
main arguments for and against the policy of protection for 
India in the light of the Commission’s reasonings. 


The Main Case for Protection. 

The classical Theory of Free trade can be summed up in 
two main propositions: (1) First, the labour and capital of 
a particular country, if they are allowed to move along their 
natural channels without any artificial help or hindrance, will 
iiow into those industries in which the countrys enjoy the 
greatest natural advantages ; Secondly^ the maximum wealth 
of a particular country and of the world as a whole, 
will be secured if every country specialises just in those branches 
of production where it has got the greatest natural advantages. 

As the Fical Commission has observed, the fundamental 
rationale of protectionism springs from just those limitations 
and qualifications which are inherent in the classical theory. 

(1) In the first place, as Pigou has observed, the commo¬ 
dities which a country can produce most easily are not nece- 
■ssarily identical with those in which it has the greatest natural 
advantanges For, natural advantages requil-e for their 
development both time and exercise. This is the 
famous Infant Industries argument, first advocoted by Alenander 
Hamilton and subsequently popularised by Fredric List in his 
National System of Political Economy. We quote below the 
classical statement of the theory as given by J. S. Mill 
*‘The only case in which, on mere principles of Political 
Economyr protective duties can be defensible, is where,they 
aie imposed temporarily tosp^cially in a young and rising 
nation) in hopes of naturalising a foreign industry, in itself 
padeqtly suitable to the circumstances of the country; The 
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superiority of one country over another in a teanch of produc¬ 
tion arises only from having begun it sooner. There may be no- 
inherent advantage on one part, or disadvantage on the other, 
but only a present superiority of acquired skill and ex¬ 
perience. A country which has this skill and experience yet 
to acquire may in other respects be better adopted to their 

production than those which were earlier in the field.A 

protecting duty, continued for a reasonable time, will sometimes 
be the least inconvenient mode in which the nation can tax 
itself for the support of such an experiment. But the protec¬ 
tion should be confined to cases in which there is a good 
ground of assurance that the industry which it fosters will after 
a time be able to dispense with it." 

The Indian Fiscal Commission has rightly advanced the 
Infant Industry argument as the main justification and the theo¬ 
retical plank for protectionism in India. In the first place, India 
belongs just to that stage of industrial “culture"—the agri¬ 
cultural-manufacturing stage, in which protection, according 
to List, can be the best instrument for national reconstruction. 
Secondly^ India, though a very old country, is, in an industrial 
sense, quite a young and rising country. She has vast natural 
resources, a large home market, and a large potential supply 
of labour. Thirdly, the comparative industrial inefficiency of 
India may be due not to any inherent natural causes, but to the 
fact that India came very late on the industrial field. 

(2) Another argument for protection advanced by the' 
Fiscal Commission is the Diversified industry argument Th^e 
overwhelming preponderance of agriculture in India has made 
the people extremely conservative «nd immobile. Even'if free 
trade were best calculated to maximise the wealth of the people, 
protection is' necessary to eecttre en aU-round develc^ihdrit'bf 
the natienal character, at the ei^iense, if nece^yV df 
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of its opulence. As List has observed, the power of producing 
wealth is more important than wealth itself. 

(3) Thirdly^ the Commission advocated the defence 
ar^mnt. The country must develop its military industries 
with the help of protection for the sake of national defence. 

(4) Lastlyy the Commission mentioned the Basic Industry 
ar,iytment. Basic industries like Iron and steel etc. must be 
rapidly developed with the help of protection in order to make 
India industrially self-sufficient. 

Besides the above main arguments, the Commission also 
referred to the wage-arguments and placed some unnecessary 
stress on the so-called Revenue-argument, In the opinion of 
the Commission, protection will enable industrialists to pay 
higher wages to labour and thereby benefit labourers. This 
argument, however^ is rather weak inasmuch as labourers can 
ultimately increase their wages only by increasing their efficien¬ 
cy. As regards the Revenue argument, it has been said that the 
large number of protective duties will incidentally serve to 
enhance income from customs duties. This theory, however, 
is inherently unsound inasmuch as considerations of 
protection and revenue are rather conflicting. The revenue 
ideal is that imports should be as large as possible* in order to 
bring increased income to the state ; while the protectionist 
ideal is that imports should be as small as possible in the 
interests of domestic producers. 

-C Though theoretically there is a clear case for protection in 
a country like India, the Commission was not unaware of the. 
costs and dangers of protectioriism. ‘ ' 


Cat^ againit Protection* 

(1) ^ great burden 

on .,coi!|An.ii^ 'inasofUcli.as it la^^^imposedi ' it' » 'di&nk 


17 
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to get rid of it. The infant continues to be an infant always ; 
nay, it l)ecomes more and more an infant demanding inaeas- 
ingly higher protection. I he argument has great force 
especially in a poor country like India. 

(2) Secondly—li is a notorious fact that Tariffs breed vested 
interests and thereby try to prevent measures calculated to 
maximise general welfare. 

Thirdly —a tariff in the long run acts as a premium upon 
inefficiency as in the case of the Indian cotton mill industry. 

Fourthly —the tariff, if not the mother, is generally the foster 
mother of all trusts, as has been illustrated from American 
experience; and a gigantic trust, once it has come into 
existence, will perpetuate itself by corrupting the legislatures, by 
influencing the Press and tne Railway authorities and by 
means of various unfair clubbing devices. 

/i/M/v—tariffs have exercised a predominantly regressive 
influence on the tax system as a whole by taxing necessaries and 
raw materials of industries, and has also brought about a 
redistribution of the National Dividend in the direction of 
greater inequalities of income among the different economic 
and social groups in the country. 

Sixthly —tariffs while helping the Basic Industry has 
actually prevented the development of more developed national 
industries which have to import machineries, plants etc. at a 
greater cost. 

And finally —India shares with the world the responsibility 
for progressive dwindling of international trade which has not 
only affected the economic prosperity of the world as a whole, 
but also has bred a great deal of mutual discords and antago¬ 
nisms which again are largely responsible for'the ijolitieal 
tension of the contemporary world. 

The friends and critics of Pxotection.have employed many 
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•90)61 subsidiary arguments to strengthen their own case. For our 
present purposes, however, the above reasonings are quits 
adequate and to us, on balance, the protectionist case seems to 
be much stronger, though as Or. H. L. Dey has rightly pointed 
out in his Tarif Problems of India, the protectionist aim could 
be much better fulfilled by the Bounty method than by the 
pi^ailing method of Protective import duties. 

Policy of Diacriminating Protection- 

The Fiscal Commission advocated a policy of Discriminat¬ 
ing Protection for India which has been since adopted by the 
Government. Discriminating Protection, as Sir Jehangir 
•Coyajee has pointed out in his ‘Fiscal Problem of India,’ is 
bound and governed by the principles of comparative costs, 

P/rs/—It means protection not to any and every industry 
but only to those industries which can legitimately be expected 
to derive genuine benefits from Protection. 

Secondly^ Discriminating Protection confers just that rale 
of protective duty which will serve to equalize the domestic 
and the foreign costs of production. The rate of duty is to be 
progressively scaled down with the gradual development of the 
domestic industry. 

’ ■ 

(3) And fincilly^ it means that the rate of duty 
mu$t be limited in durntion. Protection must be tempo¬ 
rary in order to be scientific, or it ceases to be scientific at all. 

: Jhus as Sir J. C. Coyajee has pointed out, the formula erf 
disenminating protection has broken through all the old 
familiar jargons and shibboleths, and hit the nail on the right 
3iead. 

conditions for tbe grant of protection. 

' "The Fiscal Gomnfission laid down the .following nudn 
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conditions which must be fulfilled by an indus^y before it can- 
be entitled to protection : 

(1) The Industry must be one which must have great 
natural resources. 

(2) It must be one which either could not develop at all 
without protection, or could develop only very slowly which is 
against the national interests. 

(3) It must be ultimately able to do without protection and 
to withstand world competition. 

To examine the claims of different industries the Commission 
recommended the setting up of a Tariff Board consisting of 
eminent experts whose intelligence and honesty arc al>ove 
question. The personnel of the Tariff Board, however, at 
present, has not inspired the necessary amount of public 
confidence. 

Protective duty versus Bounty. 

Protection can be granted to an industry not only by 
imposing an import duty but also by conferring bounties. 
Though the latter method directly involves much costs, it has 
got the following advantages over its rival. 

(1 ) Since its burdens and benefits are both definite and 

direct, the administration of a bounty system is calculated to be 
more careful and rational. * 

(2) It does not involve any inequitable distribution of the 
burden of protection among the different income groups. 

(3) Since the cost of a bounty system is a definite and 
ascertained sum, it easily lends itself to being administered from 
the point of view of a wise distribution of the aggt^te avail¬ 
able funds among the different akernative lines df -national 
development* 
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(4) Whilq a s^tem of protective duto, like monetary 
inflation, produces a comprehensive and atl-^mbracing series of 
changes in the economic relations among the several producing 
and consuming groups within the community, and thus 
introduces, in course of time, far-reaching alterations in the 
structure of the ;economic system, a bounty system does not 
give rise to such serious consequences. 


Drift towards Imperial Preference^ 

The term, Imperial Preference, means that commodities, 
imported from Empire countries will be more favourably 
treated, as far as import duties are concerned, than commodities 
imported from foreign countries. The purpose of this preferen¬ 
tial scheme is ^rst to make the Empire as much as possible 
economically selj,-sufficient and secondly, to bind together the 
different parts of the Empire in close economic ties. 

Before we proceed to review Intia’s position vis-a-vis 
Imperial Preference, it is well to point out some of the chief 
implications of the Preferential scheme. 


Preference and Protection compared. 

* 

(1) In the first place, Preference and Protection go together. 
In a Free trade regime, therbfis no room for giving preference 
to commodities of any particular origin. This is the reason why> 
Britain could not grant any Imperial preference before she 
adopted the protectionist policy, although the self-governing 
colonies made their first gesture of good-will as early as. 1897. 

{2) and in another sense, Preference and PTqi;eo 

ti<m consideratioBS. The purpose of 

prbt^cm^ is to ^msstic ihdustries, at the mcpense of 

ti^\iteicting Foreign iippdrts as much 
purpose of t^i<afi^rence, is to develops impeinai 
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Industries as much as possible, by discriminating against foreign* 
countries in favour of the Empire countries. 

(3) Thirdly^ the Government stands to lose, as far as. 
customs revenue is concerned, in the same way in both the 
cases. In the case of protection, as prices are determined by 
the foreign costs of production plus tlie protective duty, the- 
difference between domestic costs and prices goes into the 
pocket of the domestic producer. Similarly, under Imperial 
preference, the difference between the higher rate for 
foreigners and the lower rate for Empire producers is appro¬ 
priated by the latter at the Governmtmt’s expense. 

(4) Lastly, as Imperial preference does not deny the pri¬ 
mary claims of the domestic industries to protection, it gene¬ 
rally results in the imposition of higher duties on foreign 
products, and not of lowered duties on Empire products, the 
pre existing general level of duties being regarded as essential 
in the interests of protection. Thus tariff walls are raised up, 
the volume of international trade shrinks up, and the relations 
between the Empire countries and the foreign countries become 
strained. Thus Imperial Preference might generate Empiret^od- 
will at the expense of Inter-national good-will. There ate 
some countries which even regard Imperial preference as a 
breach of the most favoured Nation clause of commercial 

. treaties. < 

India and imperial preference. 

With the above preliminary observations on the fundament 
tal nature and essential implications of Imp^ial h:eference, we 
proceed to discuss in general terms only the applicability of th^ 
doctrine in die special case'^of India. 

To begin with, as early as iirthe day^ tl^ 

India was compelled by her foreign mlera to. grsnt i'la^ 



THE FISCAL POUCV OF INDIA 


263 


degree of preference both to British goods and to British 
shipping. Nobody, of course, can call it Imperial Preference, 
as the essence of preferential treatment is its purely voluntary 
nature. In recent times even before the Ottawa Agreement, the 
Government of India introduced Imperial preference in India 
through the back-door while granting protection to the Indian 
Iron and Steel, and Cotton industries. Similarly, the Ottawa 
Agreement was negotiated on behalf of India by representatives 
who did not command the confidence either of the general 
public or of the mercantile classes in India, and it was subse¬ 
quently ratified by a ‘packed’ Assembly. Among the first tri¬ 
umphs of the Congress Party in the present Indian Legislative 
Assembly, has been the denunciation of the Ottawa Agreement, 
though the government is still continuing its operation by exe¬ 
cutive action pending the conclusion of a new Agreement. 

Indian objections to Imperial Preference. 

The great majority of Indian public men have condemned 
Imperial preference on both political and economic grounds. 

(1) Politically, it has been said, India can not feel for the 
British Empire in the same way as the other self governing 
Dominions for the following reasons : 

(a) The Dominions have been granted the substance of 
independence, but India is still dependent upon Great Britain 
in practically all vital matters. A slave can not naturally be 
expected to entertain very friendly feelings towards her master. 
Co-operation to be genuine, presupposes equality of status on 
the part of both the co-operating parties. As India’s ‘political 
status is so manifestly inferior to that of the other members of. 
the' British Commonwealth of Nations, India can not be a. 
willing partner to any scheme of Imperial Co-operation. 

' (2). Se&mdlyt while the British Dominions are bound td 
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Great Britain by many racial and cultural ties, India has no 
such links. The necessary emotional back-ground for joining 
in any scheme of economic co-operation is thus absent in the 
case of India. On the contrary, the anti-Indian legislations of 
some of the British Dominions have greatly served to embitter 
Indian’s relations with them. 

(3) Thirdly, and this is the most vital point, Imperial 
preference does not, on a critical examination, seem to be sound 
business proposition for India. Broadly speaking, India is an 
exporter of food-stuffs and raw materials, and an importer of 
manufactered goods. The natural course of India’s foreign 
trade since the war has been marked by a drift from the Empire 
to non-Empire countries. Imperial preference, in as much it 
involves an artificial alteration of the natural course, can not 
obviously be in India’s best interests. It is rather a device to 
help British manufacturers who are being ousted from neutral 
markets for their relative inefficiency. (For a detailed critical 
account of the Ottawa Agreement see the chapter on India’s 
Foreign Trade.) 

G>ncluaioiit. 

From the above analysis, it is clear that India’s present 
Fiscal Policy is somewhat anomalous. On the one hand, we 
are supposed to enjoy complete Fiscal autonomy which the 
British Parliament conferred on us in 1917. On the other hand, 
we find that the path of our freedom has been strewn with 
many barriers and pitfalls. The policy of discriminating 
protection which India has adopted on the recommendation^ 
the Indian Fiscal ,Commission has not always been o^ed put 
in practice. The members of the Tariff Board hare generally 
been rather safe men,--safe, that is, from ^British point of. 
view,r-'and Indian business opinion seems to. ^ incline to. the 
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view that the authorities have been rather indiscriminate in 
refusing proper aid to many a deserving Indian industry. 

Above all, the introduction of Imperial picference into 
India's Fiscal System at first by under-hand and surreptitious 
methods, and subsequently in an open manner has dangerously 
complicated India’s Fiscal System. There is a real danger that 
the true interests of Indian industries may be sat rificed in 
British Imperial interests. The clauses of the Ntw constitution, 
which have been euphemistically described as provisions 
against Commercial Discrimination, lend further authoritative 
countenance to the general suspicion that the so-t ailed Fiscal 
Autonomy Convention of India is no more than an empty 
phrase, a meaningless jargon in diplomatic parlance, which has 
been invented to serve as an eye-wash to foreigners as well as 
the general public of India. 



CHAPTER XIY. 

INDUSTRIES ( Continued ) 

I. THE IRON AND STEEL INDUSTRY 
^The history of the Industry. 

The earliest beginnings in this industry were made when the 
Barakar Iron works and the Bengal Iron and Steel Co. were 
started in 1874 and 1889. The annual production at the begin¬ 
ning of the present century was about 35 thousand tons. The next 
great land-mark in the history of this industry is associated with 
the name of Mr. J. N. Tata. Realising the possibililies of a 
large-scale Iron Industry in India in the Singbhum district, 
Mr. Tata in 1902 undertook an extensive tour in the Iron-districts 
of Great Britain and U.S.A., and finally secured the services of 
a firm of Consulting and Mining Engineers. At this stage Mr. 
Tata retired and his successors carried on his work. In 1907 the 
Company was established at Sakchi. Between 1908—10 the 
Jungle village was developed into a highly industrialised city 
renamed Jamshedpur. Pig Iron was first produced in 1911 and 
steel in 1913. The Great war came as a great boon to this 
infant Company, when it helped the Government by providing 
large quantities of rails and slippers for military Railway in 
Mesopotemia, Palestine and East Africa. The success of the 
Tata enterprise encouraged the flotation of some new 
Companies, such as the Indian Iron and steel company founded, 
by Messrs Burn & Co, in 1902 at Asansol ; the United jSteel 
Corporation of Asia started in 1921 by Messrs. Bird. ^ Co, 
at Manohorpur, the Eastern Iron Company and the Mji^pre 
state Iron Works started at' Bhadhorbatty. tnarvello^s- 
expansion of the Industry can be easily understood from a 
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Study of the figures of production and imports. Whereas at the 
beginning of the century the total production of pig Iron was 
only 35 thousand tons, in 1914 it was 162282 tons, in 1929 it 
was 1.376000 tons. The quality of the pig iron is not a whit 
inferior to that of the best continental product. 

The production of steel advanced from 139433 tons in 
1916-17 to 2599565 tons in 1927-28, and that of finished steel 
from 98726 to 428654 tons during the same period. 

Inspire of her increase in production, India is still depen¬ 
dent to a largo extent upon foreign iron and steel. In 1929-30 
^^thjj^al amount of imports was valued at Rs. 17.16 crores. 

Protection to the Iron and Steel industry. 

With the adoption by the Government of India of the 
policy of discriminating protectioni.n 1.923 the Tata Steel and 
Iron Company'^appUed for protection to the Tariff Board. 

From the very beginning, the Indian Steel Industry has 
been veritably the prize-boy of the Government and Legislature. 
There are several reasons for this unique position. First, being 
Ibe g reatest single mod er n Factory in Indi a, it is a National 
pride and asset! Secondly, !! is a milita7v indust ry and its 
military usefulness was sufficiently demonstrated during the 
war. Thirdly, it is an infant industry with great natural 
advantages by way of raw materials, power resources, homo 
m«ket etc. And lastly, i t is a basic indust r y upon the 
progress of which largely depends the future industrialisa- 
tioit of inidia. Thus, the industry satisfied all the tests, and 
a^pfdingly the Tariff Board locommended protection. 

Tbfi prote^on Act of 1924. 

The first steel protection Bill was passed in 1924 
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•duties on steel bars were fixed at Rs. ‘^O i per tons and on sheets 
at Rs. >V ) per ton... 

For 3 years bounties were given at diminishing rates on 
steel rails and fish-plates. 

The Engineering industry was protected by higher duties 
on imported fabricated steel. The wagon industry wps also 
protected by a grant of bounties for 5 years. The tinplate 
industry was protected by a specific import duty of Rs. 60 per 
ton. Certain classes of steel wire and wire nails were proiecietf 
by specific duties of Rs 60 per ton. 

Owing to the fall in the prict of continental steel, a further 
bounty was granted in 1925. In 1926-27 another Tariff Board 
was set up to examine the case of the steel industry for the 
continuation of protection. 

The Steel protection Act of 1927. 

The Tariff Board submitted its first report in 1926, and 
recommended the continuance of protection on certain lines 
for a further period of 7 years. Accordingly, a Bill was passed 
in 1927. It imposed different rates on certain iron and steel 
articles with a basic duty on articles of British manufacture and 
.in additional duty on articles of non-British origin. This clever 
introduction of the principle of Imperial preference, raised much 
hue and cry in the Legislative Assembly. On the subniission 
of the second report by the Tariff Board in 1927 the steel 
industry protection Act of 1928 was passed. As regards wagons 
' and under-frames, the previous bounty scheme was discontinued. 
A revenue duty of 10% maintained and the jOotm- 
ment undertook to place all orders in IndiA. As steel 

bolts and nuts a specific duty of Rs. 2 per owt. was imposed tn 
place of the existing aivahrm duty of 10%. 

Protection to wire and wire nails W 'fiiscontinued though 
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it WM revived A^wn,' by/the Wire and'Wire-noil Industry 
Protection Act 6^ 1932. 

The Ottawa Agreement of 1933, necessitated some changes 
in the Tariff arrangement though, as regards Iron and Steel ' 
goods, the preference extended only to those commodities 
which Were not subject to the protective duties. 


The Steel Protection Act cf 1934* 


* The publication of the Tariff Report which preceded the 
passing of the Steel Protection Act of 1934 confounded many 
of the fears and prophecies that orthodox free traders had uttered 
ten years ago. It revealed the reduction in costs achieved by 
the Industry despite the strike of 1929 which alone accounted 
for a loss of 3% in annual profits over a period of six years. 
The profit had been 2H % per annum, and Rs. 400 lakhs had 
been set aside for depreciation Compared -10^926, fair 
selling prices were considerably reduced. The need for protec¬ 
tion was now confined entirely to competition from continental 
imports. The amount of protection recommended by -the 
Board on all the products manufactered by the steel industry 
averaged at 3’5 p.c., on the assumption that the revenue duty 
on unprotected steel would be ab'^ut 15 p.c. The Tariff Board 
liked to see internal competition and held that there was room' 
for another steel works, and believed that the success of the 


Tata Company should encourage the establishment of "another. 
There is a market for another 250,030 tons, and the', new 
company should- manufacture things not done the ;Tata 
^ompanyi Board recommended an agreemenjt/ 
the'Klailsn^ ^oard aid the Indian steel industfyj^ the 
x^ a|l rails and firil«platea& the former. The Bdardv while ap* 
Compahy^a welfare - arrai^e^^, cebsmed -^ 
the» retidfting mills,* 
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the industry.” Following the recomniendations of the Board, in 
1934 a fresh Iron and Steel Duties Act was passed. A corisider- 
able reduction in the level of import duties in certain important 
cases has been made. On account of the reduction of customs 
revenue, an excise duty of Rs. 4 per ton has been imposed on 
the production of steel ingots in British India with a counter¬ 
vailing Customs duty in addition to the protective duties on 
imported steel ingots. The existing rate of protection is to 
last till the year 1941 by which time it is hoped the Indiap 
Iron and Steel industry will be able to stand on its own leg. 

IL THE INDIAN JUTE MILL INDUSTRY 

The history of the Industry. 

The first Jute mill was started at Rishra near Serampore in 
Bengal in 185^ . For the first 30 years progress was slow, though 
there were brief periods of great prosperity. The total number 
of power-looms in 1881 was 5000. Since 1885 there has been 
a larger output of hessian cloth than of gunny bags. Between 
1877 and 1915 there has been a growth of 2400% in hessian 
looms compared to 430% in sacking looms. The Great War 
acted as a great stimulus to this Industry on account of the 
demand for sand-bags for the trenches and Jute canvas cloths 
for various purposes : At first and for many years, „ 

was the c^jtre of the Jute Manufacturing Industry. The leader¬ 
ship, hclw6Ver, is now held by C^Jeutta in as much as about 2/3 
•of the raw Jute grown is now consumed by the Bengal mills. 

The peculiarity of the Jute Industry is that it i s highl|j^ 
centralise d ; mosi of the Indian Jute Mills being situated near 
about Calcutta. Secondly and as distinguished from Indian 
Cotton Mill Indus^y, it largely represents European 
ajanagement. Thirdly* it is the most hitthlv organised industry 
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in India . Most the Mill-owners are members of the Indian 
^te Mills Association which facilitates the adoption of 
concerted action as regards hours of work, adjustment of 
supply to demand etc., though of course there are some Mills 
generally under Indian control which refuse to be bound by the 
above regulations. 

The present position : the difficulties of the Industry. 

The great depression which started in. 1929 has greatly 
affected the Jute industry in common with other industries of 
the world. The difficulties confronting the Industry are both 
internal an d externa l. Externally^ the demand for Jute 
manufactures has diminshed for various reasons : Fint^ several 
substitutes. like the Russian flax and German hemp have come 
to be resorted to both on grounds of cheapness and of economic 
nationalism. Secondly , the demand for gunny bags for the carriage 
of agricultural goods has also diminished partly on acccount of 
t he dwindling of inter-national trade and partly because their use 
can be dispensed with as grains can be kept in elevators, or 
loaded on wagons or ships without any containers at all. 

Thirdly, Exchange difficulties, restrictive duties, quotas etc. 
have also a/Tected the foreign demand for Jute rr^inufactures. 
Fourthly, there is a serious competition of foreign jute 
manufactu res. For example, many jute mills have recently sprung 
in Central and South-eastern Europe, and in Japan. These 
mills have more modern machinery than Bengal mills. They 
are hampered by no Restriction Scheme of their own, and they 
profit from the Indian Restriction scheme which tends to keep 
up the price of Calcutta’s manufactured exports thereby 
enabling the foreigner to undersell Calcutta. On the other 
hand, the export tax is of little avail, as there is a competition 
among growers to sell in foreign markets. > 
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As regards internal difficulties, the Jute Mills of Bengal have 
suHend a great deal from labour unrest as also from lack of 
concerted action between Association and Non-association Mills. 

Dr. Barker’s recommendation:. 

Recently, the Indian Jute Mills Association invited 
Dr. S. G. Barker from the United Kingdom, for examining the 
scientific and technical development of the Jute industries. 
Dr. Barker's report is full of valuable suggestions to some of 
which we presently refer. 

Dr. Barker mentions that competitive materials have adopted 

scientific methods of cultivation, extraction and control in 
' ' ' . 

manufacture. Jute must also be able to do this by the establish¬ 
ment of an organisation to study ways and means of conferring 
upon either fibre or fabric characteristics which they do not 
possess in the ordinary natural condition. Jute calls not only 
for mechanical science but also for the exercise of physics, 
Chemistry, Mechanics. Bacteriology and micro-biology, for 
conducting research work. Dr. Barker suggests t he establishment 
ot a central laboratory in or near Calcutta. Extra-mural work 
may also be carried on, in certain aspects of fundamental issues 
of a specialised nature and for certain technical issues. He 
concludes that having regard to the four requirements of modern 
life-food, h ousing, c lothing a nd transport-Jute c an play a 
prominent part in the future in all of them and to a large extent 
in India. Dr. Barker also emphasises the necessity for pr^p^ r 
marketing organisatio n both in India and abroad. For that 
purpose there should be an organization for the collection of 
statistics^ general information and economics as well as the 
appointment of representatives in foreign countries. * 

The Indian Jute Mills Association is trying to give effect to- 
some of these recommendations. . • ' - ■ v 
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IlL THE COTTON MILL INDUSTRY 

History of the Industry 

The first Cotton Mill in India was started at Calcutta in 
1818. The first Mill in Bombay was started in^l85j^ and 
since then Bombay became the home of the Cott on Mill 
Ix^atry in, Jndia. The early localisation of the Industry in 
Bombay was due not so much to natural causes but to some 
accidental factors like cheap credit, and facilities of transport 
and trade with China. From 1877 fresh Mills began to be 
started at Nagpur, Ahmedabad, and Sholapur which are 
situated in the very heart of the cotton producing areas. 
Since then Cotton Mills came to be established in different 
parts of India, though Bombay and Ahmedabad still continue 
to be the main centres of the Indian Cotton Mill Industry. 

There was a large export trade in cotton yarn till 1904 and 
1905, the Chinese market being responsible for 90% of the 
total Indian export. After 1905, however, the export trade 
rapidly declined partly on account of exchange difficulties 
following the closure of the Indian Mint to the free coinage of 
silver, partly due to the rise of the' spinning Industry in China 
itself and also partly due to shipping difficulties. The growth 
of the weaving Industry in India also restricted the available 
supply of cotton yarn for export. Since the war Japan has 
not only driven India out of the Chinese market but has also 
proved to be a very serious rival of the Indian spinning 
Industry in India itself. 

Before the war the Indian Cotton Industry had also to 
' aperience great hostilities from Lancashire. As early as 1877 
the Secr^ary of State for India due to pressure from Lancashire 
wanted to abolish the revenue duties on the imports 0f cotton 
{dece^ods into India. Th^ duto wwe abolished a few years 

18 
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later by Lord Lytton ostensibly on free-trade ground but really 
to placate Lancashire. Towards the close of the 19th century 
when Revenue considerations demanded the fresh imposition 
of cotton Import duties, the Government just to please 
Lanv^ashire also imposed a countervailing cotton excise duty. 
The deliberate subordination of Indian interests to those of 
Lancashire has been one of the major grievances on whic h 
Indian political discontent has bee n nourished and the c lose 
aiiiance since ~!oimed bet ween th e Cotton Mill-owners an d 
»the IbUdhig pbUncai party in indi a has played a large,part in 
the subsequent g rowth of the Indian C^ton Mill Industry . 

The war and the post-war boom meant much prosperity for 
the Cotton Mill Industry, when Capital investments were practi¬ 
cally doubled, and dividends amounting sometimes to 40% of 
the paid-up capital were paid. The boom however, was short¬ 
lived and when the inevitable crash came, the Cotton Mills 
were faced with a great crisis. 

i 

Ths difficulties of the Industry. 

The difficulties of the Cotton Mill Industry were partly 
internal and partly external. 

As regards internal causes, we might mention the 
following: 

(1) Fir$t^ the unwise and short-sighted policy of declaring 
high dividends in the boom period rather than building up a 
large-reserve fund. 

-(2) Secondly ^ there was large over-capitalisation or atock- 
watering in order to conceal excessive dividends. 

(3) Thirdly, there was hardly any combinadon or amah 

* t -R 

gamation for eliminating wasteful competition or ^inefficient 
production. ' , 

(4) Fmrthly^ Bombay MiH’^moers did, v«y little to 
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prevent ifibour unrest or to rationalise the Cotton M9! 
indu^, ' 

(5) Fifthly^ no systematic attempt has been made by way 
of marketing research. 

(6) Lastlyf the Cotton Mill Industry suffered from all the 
weakness of the managing Agency system. 

, As regards external causes, the greatest prominence must be 
given to competition from Japan and Lancashire. As Lanca¬ 
shire specialises in the production of superior varieties of Colton 
piece-goods, the real competition lies with Japan. 

Protection to the Cotton Mill Industry, 

The first triumph of the Cotton Mill Industry was regis¬ 
tered when the Cotton excise duty was abolished in 1925 . The 
Government then, in accordance with its principle of discrimi¬ 
nating protection, set up a Tariff Board to examine the case 
for {nrotectjon to the Cotton Mill Industry. The Tariff report 
was presented in 1927. The members agreed that the main 
external cause of the depression was the severe competition of 
Japan in the yarn trade as well as in certain types of coarse 
and medium grey goods and that there was an element of un¬ 
fairness owing to the adoption hy Japan of the* double^hift 
system rendered possible by her non-fulfilment of the Washing¬ 
ton Labour Convention both in regard to limitation of hours as 
well as the employment of women and children at night, 
Hiough^ill the members agreed in diagnosis, they differed in 
pffeperiptions. The Indian members favoured a 4% duty on 
aU imports of Cotton piece goods. Regarding yarn* they 
tecommended a bounty of 1 anna per pound on yam of 32*5 
and higher counts as protection would hamper the hand-toopk 
industry. The President, however, wanted a protection <j(. 
4% on yam and manufaetpre against |apaiu 
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The Cotton Textile (Protection) Act of 1927/ 

After some difficulties the Cotton textile Protection 891“ 
was passed in 1927. It provided that - up to^Slst March 1930 
the duty on Cotton twist and Cotton yarn, irrespective of 
the country of origin, should be one a nd half annas per pound 
or 5% ad valorem whichever was higher . The existing 
import duty on artificia l silk yarn was reduced from lS t o 
734 % irrorder^fcTgive s'^uTIclief to the hand-loom in'Sitry. 
Lastly, the list of mill-store s t o be exempted from duty was 
extendedjn September, 1927. 

As the de^ssion in fhe Cotton Mill industry was not 
appreciably abated, the Government appointed Mr. G. Hardy 
to examine afresh the conditions of the Cotton industry. 
Mr. Hardy’s report confirmed the general allegation against 
Japanese competition in medium grades of grey and coloured 
goods ; it was also revealed that the united Kingdom had lost 
heavily both in grey and coloured goods of medium counts' to- 
Japan and India, In bleached goods and in finer grades of grey 
and coloured goods, the British trade was non-competitive. 
The Protection Act of 1930. 

As the result of these investigations the C^otton Textil e 
Industry Protection Act wa s passed i n 1930^a s a measure of 
protection against Japan. It provided a general ad valorem 
of 15^. In addition , it imposed a minimum duty of 
3H armas per lb on plain grey goods. Lastly, specially protec¬ 
tive duty of 5% was imposed on non-British goods’. ‘ The last 
item created a great public agitation in the country in as 
milch as it involved the virtual introduction of an Imperial! 
preference by the bade door. 

In 1931 additidAal protection was granted td the Indian 


Cotton Mill Industry -#tiich brought the impdrt to^zSj 


ad valorem or 4} annas 




THE €X>TrON HULL INDUSTRY 277* 


case of plain • grey goods of British manufacture) a nd>3t|^. on 
non-British goods (plain grey). 

In the case of other goods the duty was 25% on British and 
31 j%^ Qn non-British goods. The duty on imports of artifioial 
Silk piece^o ods was increased to 40^ . 

, i 

The snenece of Japanese dumping. 


' As the protection imposed i)y the Act of 1930 was to 
expire on 31st March 1933, the Government appointed a 
•fresh Tariff Board in 1932. The depreciation in the value 
of the Japanese yen was responsible for a tremendous increase 
in the imports of Japanese cotton piece-goods. Accordingly, 
the Government raised the import duty on non-British cotton 
•goods to 50% advalorem with a minimum specific duty of 
Sj annas per lb in the case of plain grey goods with effect 
from 30th August 1932. These rates were further increased 
to 75% advalorem and bf annas per lb respectively with effect 
from 7th June 1933 as an anti-dumping measure. In 1934 
the Indian Tariff (textile protection) Amendment Act was 
passed implementing the recommendation of the Tariff Board, 
mo^fied ih ijie light of the New Indo-Japanese trade Agree¬ 
ment and thfi Mody-lees Pact. Th^ Act imposed bn plain grey 
cotton piece-goods ^50% advalorem import duties subject to a 
'^minimum of 5f annas per lb. The Act will last up to 31st 


March 1939j^^ 

It should be remembered in this connection that JapanSi 
extra-ordinary position in the Cotton Textile Industry can not 
all be attribute to depreciation and low wages of la^urelE. 
'Much has been talked of Japan’s non-fulfilment of'certain 

- * * I ^ p 

inteti^dnal labour ^ conventions. But conditions in Japan' 
Ifte ifitiit • esmctly what they have been reported to be.' If tli, 
tuottefr ^gea of fem^' laboutm axe ocmipailitiTeiy low, ' 
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real wages are quite good. As Mr. Orchard has pointed out 
in his recent treatise on the Economic Position of Japan* 
Japanese female workers have been provided with comfortable- 
dormitories, free schooling for their children and*otti6r 
amenities. The real explanation must be traced in the very 
high degree of rationalisation, brought about, partly by com¬ 
binations, both vertical and horizontal, and partly’by" the use 
of the most up-to-date machineries and devices, in the 
Japanese Cotton Mill Industry. Japan plays in the 20th 
Century the role which Lancashire played in the 19th. 

IV. THE INDIAN SUGAR INDUSTRY 
History of the Iiiduity. 

The Sugar Mill Industry of India is of recent growth and 
is mainly confined to the United Piovinces and Bihar,* which 
might be regarded os the Sugar belt of India. The Industry 
was granted protectio n in 1932 at the rate of Rs. 7 -4 per cwt. 
in addition to a revenue duty oi 25%. Thanks to the protec¬ 
tion, the number of sugar factories increased very fast, from 
27 in 1929-30 to 44 in 1931-32, 72 in 1932*33, and 13$ in 
1933-34. Partly to check an unhealthy expansion of the 
industry, and partly to compensate for the loss of customs 
revenue consequent on the policy of protection, the Govern¬ 
ment imposed an excis e duty of Rs. 1-5 per cwt. on all factory- 
produced su gar in 1934-3 5 The excise duty is levied on 
tCTTsugars containing 90% or over of sucrose and manufsctured 
in factories using power and employing hot less . 

20 men. 

Production of sugar in India may be classihed undeelihiee 
heads: (a) by modern factories working with cane^JAj by 
ihodemrefineries working with Our; ai^,(c)*by indigenpus- 
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pan concerns which may be collectively called Kkaniaiaris, Of 
these three methods of sugar manuhicture, it is only the first 
one that may properly be called the white sugar industry of 
India/ and it constitutes the most important section of the 
industry, both numerically as well as in respect of the quantity 
of sugar produce4< The gur refining industry as well as the 
Khandsari industry are well known to be extremely inefficient 
and wasteful* A reduction in their production should benefit 
the cane-factories not only by providing a larger market for 
their production, but also by raising the price-level for their 
second-grade sugars- 

Main Problems before the Industry. 

The difficulties of the Indian sugar iudustry are both internal 
and externaU As regards internal difficul ties, the most import¬ 
ant factors are the law yield of sugar-cane per acr e in India, and 
the inferior gualily ot our canes, yv hereag the yield per acre 
is 48 tons in Java, and 54 tons in Hawaii, the corresponding 
figure for India is 16 tons only. Again, for a given weight of 
canes crushed, the quantity of sugar extracted by the averse 
lava lacfory is more tiian greater than lEat obtained by th? 
average Indian factory and this alone accounts for an increase 
of cost by 30%. Both these defects are due to climatic factors. 
Unless a better breed of sugar-cane is made available for India 
by the researches carried on by the Imperial cane-breeding 
station at Coimbatore, the Indian sugar industry will never be 
able to "Withstand foreign competition. Another problem is 
thktqf assuring a regular and adequate supply of canes to 
enable tte sugar mills Jo work to their full capacity. 
l>fi R L. Pey suggests twb alternative tolutions of tins' 
pK^em i first, the delimitation of the cane sone for each 
iinder a system of licensing as In Java; and^secondly,^ 
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the introduction ot a system of leasing the cane areas to the 
sugar factories for the cane season. 

Lastly^ since modern sugar manufacture is a highly 
technical affair, India can not afford to remain behind hand 
as regards the- engineering and the chemical aspects of the 
manufacture. In solving this problem, we , can derive many 
valuable suggestions from the brilliant examples of Java and 
Hawaii. 

As regards external difficulties, they relate primarily to the 
acute competition from Java, Cuba, and Hawaii and mainly 
from the first-named country. These countries are naturally 
adapted for producing the best kind of white sugar at the 
lowest cost. It is to be remembered that the efforts of many 
countries like the U. S. A., Australia and S. Africa to develop 
the sugar industry by means of protection have ultimately 
failed on account of natural disadvantages. 

Arguments for and against Protection. 

The case for protection to the Indian sugar industry has 
Jt^een made out on the following grounds : 

(1) It wilt maintain, if not extend, the area under sugar¬ 
cane in India. 

(2) It will improve the economic position of the ryot by 
creating a large home market for his cane and by raising its 
price. 

(3) It will give industrial employment to the ryojt in the 
slack season, as the sugar factory will be situated m.the 
cane area. 

, (4) The tops and leaves-of sugar-cane are good for fodder^ 

(5) And., l^tly,, the Government’s landrievenue will 
increase with the increased productivity of tl^ soil - 
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Dr. H. L. Bey has criticized thife protectionist; policy 
mainly on the fallowing grounds : 

(1) Sug^w is just one of the many staples in India like 
cotton, jute etc. though somewhat more lucrative. There is 
no reason why it should be selected for a special treatment. 

(2) Sugar is not the only crop capable of intensive 
cultivation, nor does its cultivation confer any special quality 
or other facility on the soil. 

(3) Maintenance of a high price for sugar by artificial 
stimulation is not the best method for alleviating the ryot’s 
distress. 

(4) Protection is not the best way of benefitting eithf^r the 

primary producer or the manufacturer. 

4 

Conclusion. 

Whatever might be the elements of truth in the above 
contentions of Dr. Dey, it is abundantly clear to us that the 
policy of protection is highly justified both on agricultural and 
industrial grounds. India consumes large quantities of sugar, 
and there is no reason why India should import from abroad 
what she can easily produce at home, though, it might be for 
•some time, at a greater cost. The mere fact that the ryot 
stands to benefit much from the protection granted reduces 
the free trader's Objection almost to nullity. Of course, when 
we justify protection, we do not want to gloss over the defects 
of the present organisation of the Industry. Both the Govern¬ 
ment and the industrialists must seriously tackle the urgent 
piroblems of research and modernisation to which we have 
already alluded. Besides, the pressing problem before the 
industry, during the next few years will be that of stimulating 
consumption at home and of finding out foreign market^ 
Fr^adon of jugar standairds, which .may be recognised 
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« buyers and sellers alike as the basis* for their.contracts will 
facilitate business in distant markets particularly in the case 
of forward contracts. Lastly^ there is a yoom Cor a uniform 
and generally acceptable sugar sales contract form, which may 
be fair to the merchants as well as to the factories. 
India requires a foreign outlet for her sugar to the extent of 
100,030 tons. If, therefore, in the last International sugar 
. conference, the British Government has agreed on behalf of 
India that she will prohibit her sea-borne exports of sugar except 
to Burma, as the report goes, it will greatly harm the Indian 
sugar industry. It is the duty of the Government of India to 
help the sugar Industry by finding out fresh foreign markets 
and not by closing old ones. 


V. THE INDIAN CHEMICAL INDUSTRY 

The chemical Industry in India is more or less in a state, 
of infancy, though there is no reason why she should continue- 
to do so. The essentials of a chemical industry are maily three¬ 
fold : 

Firsts the existence of certain fundamental heavy 
chemicals like sulphuric and hydrochloric acids, lime, caustic 
soda, sodium carbonate, nitric acid etc. at cheap rates, 
secondly^ the availability of cheap fuel, and thirdly^ the. 
existence of chemical plants. 

Indian resources of raw materials are not at all d^cientr 
provided her mineral ores are properly exploited., Uptil now, 
India has devoted her energies to the production of only a 
few heavy chemicals such as sulphuric, nitric, and ^ hydros 
chloric acids. In producing sulphuric acids, India has tO' 
meet very intense competition firom Germany x<^and the UnM 
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Kingdom; India does not as yet produce sufficient quantities 
of nitric acid; 

As regards fuel, Bengal has great advantage from local 
coal supply, while Madras and Bombay must procure the 
nece^ry fuel requirements from hydro*electricity. And 
finally," as regards plant, though India manufactures the 
ordinary kind of plant, the highly specialised plants have yet 
to be imported fropi abroad. 

In 1928 the Tariff Board considered the case for protec¬ 
tion to the Indian Chemical Industry. The Board recom* 
mended protection chiefly on the grounds that it was a key 
industry and a military industry. Accordingly, the Heavy 
Chemical Industry (Protection ) Act was passed in 1931 which 
gave protection to various heavy chemicals at different rates. 

Y 

VI. THE TANNING INDUSTRY 

India being an f^ricultural country, her resources of cow- 
hi4es, goat-skins and sheep-skins are enormous. Before the 
war, India used to export large quantities of raw hides and 
skins to ’ Europe, specially to Germany and Austria, and to 
theU. S.,A. Of course, for a very long time there has been 
an indigendUs tanning industry which has met the local 
demand for inferior qualities of leather. The first step towards 
the modernisation of tanning methods was taken by the 
military authorities in India for manufacturing superior leather 
fleces^ary fbi^hamess and other military needs. In 1^ the 
^K^eniment Homes and Saddlery factory was set up. Soon 
d|fitefwoirds» the Army Boot and Equipment factory was 
««tabUifbed by Messrs Allen and Cooper, and it received much 
jtelp the Gdve^mieat. Another factory, itnown^ 
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as the Western India Army and Equipment factory, was’also 
established at Sion in Bombay under Parsee enterprise. 

The Great war imparted a great stimulus to the tanning 
industry, there being a great increase in the production of 
rough-tanned raw-hides known as the East India tanned kips 
which were greatly in demand by the Government. The 
Munitions Board, by a system of Priority certificate, began 
to purchase certain classes of leather goods from India which 
it formerly imported from abroad. The production of boots 
and shoes was twenty times greater at the end of the war than 
the pre-war output. 

Export duty on raw hides and skins. 

In 1919 an export duty of 15% on hides and skins was 
imposed partly for revenue considerations and partly as a 
measure of protection to the Indian tanning industry, the 
importance of which was realised during the war. There was 
a rebate of 10% on hides and skins exported to other parts 
of the British Empire for manufacturing purposes, in order 
to divert the tanning industry from Germany to the Empire. 
Both the objectives, however, remained unfulfilled, and both 
the Fiscal Commission and the Taxation Inquiry Committee 
leteommended the early abolition of the duty, though the 
latter favoured the retention of the duty on raw skins. Mean¬ 
while, the Government had already reduced the duty to 5% 
and had abolished the rebate. In 1927 the Government’ 
proposed the abolition ol the 5% duty on raw hides, bat the 
Assembly rejected the proposal. In 1929'the.» Gbverhmfetit 
appointed the Hides Cess Inquiry Committee wHiisti tecoiti- 
anended the imposition of a cess of 1% advalorem on- ^ 
exportation of raw hides and skins.' Bat appar^Iy the 
proposals ^dfd-not mat^ialise. l-ater oii, the Govorhmeht ,. 
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abolished the export duty on hides in 1934 and that on skins 
in 1935. The Indian tanning Industry deserves protection 
as it fulfils almost all the requirements laid down by the Fiscal 
Commisnon. 


VII. THE COAL MINING INDUSTRY 


History of the Industry. 


We have already seen that most of Indian's coal resources . 
are located in the Gondwana coal-fields, and that the outlying 
parts of the country, specially in the Peninsula, suflTer much 
on account of the scarcity of coal, though in Bombay the 
deficiency is partly made good by the development of Hydro- 
electricity, 

Before the war, Indian coal was exported to certain eastern 
markets, namely, Colombo, the Malaya Peninsula and the 
East Indies. The war and the Post-war periods witnessed a 
great expansion of the coal Industry. The embargo on the 
export of Indian coal which was in force between 1920 and 
1923, however, was responsible for the loss of certain foreign 
markets which were easily captured by South'African coal, 


though, of late, the hold of S. African coal on these 
markets is pn the decline. 

Thanks to the high freight charge on Bengal coal, S. 


African coal has been imported into India, specially In 
Bombay giving rise to great political discontent in India. The 
public demand for a counter-vailing duty on S. African coal 
led the ^vethment to appoint the first Indian Coal Committee^ 
fix. a examination of the whole problem^ Th«|. 

,,y,ecoitU3^nded the Mtablishmeht of a “coal 
gliding 1^x4?^ certifying quality of the coat ek^rted.: 
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It also recommended the grant of a rebate of 37^ per cent 
in railway charges and of a reduction of 4 ^5 per ton on river 
dues. All these recommendations have been accepted by the 
authorities concerned. ^ 

The Coal Industry's crisis. 

The last economic depression has hard hit the Indian coal¬ 
mining industry which, unlike other industries, is still lying 
in a perilous condition. The main difficulty of the industry is 
the prevalence of low prices consequent on over-production 
of Indian coal. The Association of European Colliery owners 
submitted a memorandum to the Government of India praying 
for a coal restriction scheme on the lines of the Jute restric¬ 
tion scheme. The Government, however, ultimately turned 
down the request on the plea that the industry as a whole 
was not represented in the memorandum, that coal, unlike 
jute or tea, was an essential of life ; that it was a raw materia! 
of other industries which would be adversely affected by 
any undue rise in the price of coal; and that the Association 
had not placed sufficient data on which the Government could 
base any definite policy. 

liecommendation of the coal mining Committee. 

A series of mining accidents involving a heavy loss of men 
.and money forced the Government to appoint the Coal 
Mining Committee under the chairmanship of Mr. L. B. 
Burrows. In its Report the Committee has reached some 
valuable conclusions and has made some very 
recommendations. The Committee makes the 
observation that there is a considerable jscope for rationklk^ 
ifot only the various elements of the coal trade and industri^/ 
but also the activities of ;Undlord$^ mlniN>wnei8t; 
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the iron and stedl and other industries.” Again, ”the coal 
trade in India has been rather like a race in which profit has 
always come in first, with safety a poor second, sound methods 
an ‘also ran,* and national welfare a ‘dead horse’, entered 
perhaps but never likely to start.” 

The report states that India has only enough reserves of 
all good quality coal to last 129 years, while the reserves of 
coking coal are only adequate for 62 years. As regards 
reserves of coal of inferior quality, they are practically unli¬ 
mited. The Committee strongly emphasises the importance of 
conserving the coal assets of the country, particularly in the 
higher grades and in its opinion stand-stowing is the best 
method of conservation which accordingly should be enforced 
in the interest of the community as a whole. 

**The Committee also emphasises the serious character of 
the situation created by the dependence of the industry on 
de-pillaring for securing coal supplies. Where mining methods 
have been sound and these pillars are of adequate size, the 
subsequent extraction of the pillars known as de-pillaring 
involiies normal collapses of the roof. There is no danger in 
-such collapses. On the other hand, premature collapses may 
have devastating results. In the opinion of the Committee, 
there can be no doubt that the danger of premature collapse 
actually exists in most of the mines in which coal is standing 
in pillars. The Committee propose that the Statutory Autho¬ 
rity should be entrusted with the removal of these pillars. 
Sand stowing under their direction will enable all these pillars 
to be extracted with safety, and vast amounts of coal will be 
saved. It is recommended that sand-stowing should eventually 
be lulled to all thick seams and such stowing idiould be 
agisted by the Stetutory Authority. 

, eptmnittee also eondmna the present grading system. 
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which involves both waste of coal atad^ danger from fire ; and 
recommends that the grading' of sections of seams should be 
cancelled, and that only seams as a whole should be graded. 
As regards sources of sand, the Committee is of opinion that 
the supplies of sand in the Damodar, Barakar and Adjai rivers^ 
are more than sufficient for all requirements and that transport 
of sand by aerial rope-way is the most suitable system for 
collieries lying at a distance from the rivers. 

As regards the Statutory Authority, the Committee professes 
that it should be an expert body with an independent chairman, 
the chief Inspector of Mines, one commercial expert, and three 
mining experts as members. 

The Committee recommends an amendment of the Mines 
Act and of the Coal Mining Regulations. It also recommends 
that the Statutory Authority should afterwards set up a Central 
Marketing Agency and should also have power to arrange for 
the amalgamation of small and uneconomic or badly shaped 
collieries. 

As regards inferior coal, it is suggested that Rmlways 
might increase their consumption of it. Regarding research, 
it is recommended that a Coal Research Board should Idc set 
up under the statutory Authority, half of the initial capital 
expenditure to be met by the Government of India and the 
other half out of the cess fund. 

- Finally, it is proposed that a cess of eight annas per ton 

*■ 

on coal (including soft coke}, and 12 annas a ton on Hard coke 
should be imposed, to be administered by the Statutory 
Authority, to be used mainly to defray the cost of stowing, 
mines with sand when coal is excavated in order td protect life 
and coal. 

The Committee rejects the proposal of ratiOnalilsii^ either the- 
mines .or the royalties both on fibanci^ aiid teobniciaii^rounds.. ,, 
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Criticitma of the Report. 

The Report of the Coal Committee has been greeted with 
severe and almost sarcastic criticisms by the Indian Mining 
Association. The Association, which has been charged with 
non-co-operation by the Coal Committee, begins its statement 
with the retort that its co operation was never seriously solicited 
and goes on pointing out the errors of omission and 
commission perjjetrated by the committee. The Association 
observes “that the members of the committee have not 
apparently read the Tariff Board’s Report (1926) on the coal 
Industry and are not aware of the fact that the additional 
rebate of eight annas per ton granted from Oct. 1, I93h applies 
only to coal shipped to foreign countries ; that the commercial 
aspect of coal conservation and its probable repercussions upon 
Indian Industry as a whole have been almost completely over¬ 
looked ; that the committee have given little considt ration to 
the severe competition which Indian coal experiences both from 
hydro-electricity, oil, woodfuel and cow-dung cakes at home, 
and from imported coal from abroad ; that the committee have 
displayed an almost amazing ignorance of general commercial 
structure; that the personnel of the so-called “expert,’committee 
was far from being expert, consisting, as it did, mostly of 
Government officials who suffered from their own idee 
fixe and looked very much like a troop of boys rai<ling an 
orchard, knocking down the apples easiest to get at but care¬ 
fully ignoring those presenting any difficulty.’’ 

VU. ThePs^r-makinglnduBtcy. 

The manufacture of machine-made paper in India dates 
from 1870. The Bally paper mills were the first of thtir kind 
to be established in India. Since then the'Titagfhar Paper Mills, 


19 
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the Naihati Mill, the Upper India Coupei Mill, the Deccan 
Paper Mill Co., the Carnatic Paper Mills, the Punjab Paper 
Mills Co., and some other Paper Mills have been started. 
In 1934:35 the total Indian output of paper amounted to 
892,003 cwt. 

Indian paper mills do not produce paper of very fine 
qualities, as there is no cosiderable domestic demand for them. 
In India paper is made out of Sabai grass, though inferior 
qualities of paper are also made out of rags, hemp, jute waste 
etc. With the exception of the Indian Paper Pulp Company, 
no paper mill in India has so far utilised bamboo pulp. 

The difficulties that the Indian paper mill industry experi¬ 
ences are the high cost of chemicals, heavy freight-rates for 
coal-transportation and acute foreign competition. , In 1924 the 
Tariff Board was asked to examine the case for protection to 
the Paper Industry. The Board recommended a protective 
duty of 1 anna per lb. on certain kinds of paper as also a loan 
or guarantee of Rs. 10 lakhs to the Naihati Paper Mills which 
utilised Iximboo paper-pulp. 

Protection has-actually been granted to the paper pulp 
Industry since 1925 and it is to terminate in March 1939. The 
loan proposal, however, has not been carried into effect on 
account of the financial stringency of the Government. More- 
over^ since 1932, a new protective duty of Rs. 45 per ton has 
been imposed on imported wood pulp in order to stimulate the 
development of paper-pulp. 

VIU. The GUm manufacturing Indutlrjr. 

Experiments in glass manufacture in India axe a long story 
of failures for which natural causes must take the major respon¬ 
sibility. Before the war, the indigenous bangle>mi^ing industry; 
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which is mainly localized in the Pirozabad district oi the U.P. 
and the Belgaum district, was in a flourishing condition. 
Since the war, however acute Japanese competition has hit 
very hard even this indigenous industry. As regards the factory 
Industry, it has always suflered very much from lack of soda ash 
and of trained men who have been mostly imported from Japan. 

India imports large quantities of glass from Japan, Germany, 
the United Kingdom, Belgium and Czechoslovakia. In 1930, 
these imports were valued at Rs. 252 lakhs. The Indian 
Tariff Board to which was referred the claim of the glass indus¬ 
try to protection in 1931 recommended protection for ten years 
for certain classes of glass. The Government, however, did 
not accept the recommendation on the ground tnat India did 
not possess sufficient natural advantages for the development of 
the industry. They, however, decided to give some relief by 
means of rebate of duty on imported soda ash, which is to be 
complete in the case of British or colonial import, and partial 
in the case of foreign import. As the result of the unsympathe¬ 
tic attitude of the Government, however, the Indian Glass 
Industry is in a very perilous position. Moreover, the deprecia¬ 
tion of the Japanese yen has resulted in the flooding of the 
Indian market with very cheap Japanese manufactures against 
which Indian glass, whether indigenous or manufactured can 
hatdiy ^ts own. It is a pity that the Government, in its 
recoil negotiation of an In^Japanese Trade Agreement, did 
not lut a finger to save the Indian glass industry from this 
latest menace. 


IX, Cottage Industries in India. 

In dealing with the economic transition in India, we have 
.already the mum factors that led to the gradual 
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d^tine of the once>flourishing Cottage Industiiea in India. Here 
,we do not propose to dwell.upon the causes of their decline but 
just to narrate their present position and to suggest possible 
remedial action. 

The fate of cottage industries in these days of cheap 
factory products might at first appear to be doomed. The 
dream of reviving cottage products in the teeth of acute com¬ 
petition from factory products might appear to be an idle 
dream. Nevertheless, there is no gainsaying the fact that 
many cottage products are holding their own side by side with 
manufactured goods in almost all the highly advanced 
countries of the world. The causes of the persistence of 
small-scale production in tnese days of large-scale pro¬ 
duction are not far to seek. First, the development of 
electricity renders it possible even for the small producers to 
gain most of the external and internal economies. Secondly, in 
almost all societies there is a demand for hixury goods which 
are not capable of standardised mechanical' production.. So 
long as there is a demand for variety and individuality of 
commodities, the small man will find a market for his 
products. 

Influence of mechanical production on cottage 

industries. 

In India the competition of machine-made goods has pro¬ 
duced three distinct types of reaction on the indigenous cottage 
industries. First, thare are some industries which li|ve 43een 
virtually killed by competition with 
ties. Secondly, there isfe others j?hich 
condition which deserves*extincijon b 
are saved from destruction by ;the 'iawjli^ 

1 ^ money-lenders etc. and 


machine-rn^t 

at; the same time, they 
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\which have not been much affected by modem industHuIiam* 
As regards'the firat, it is perfectly futile to attempt its revival. 
As regards the second, the sooner it is extinguished the better 
for all concerned. It is the third type that merits our con* 
sideration. 

In these industries the artisans have adapted themselves to 
modern methods and thereby they have increased their produc¬ 
tivity. “The weaver has taken to mill yarn, the dyer to 
synthetic dyes, the brass and coppersmith to sheet metal, the 
black smith to iron rolled in convenient sections, in each case 
with advantage to himself from the lessened cost of production, 
which has greatly extended his market.*’ For these cottage 
industries there is definitely a future, at least as long as there 
will be a demand for variety and so long as the villages of 
'India will remain more or less isolated. 

Cottage Industries are still responsible for the employment 
of a large number of the population. In every village there are 
some people who are engaged in different types of cottage 
industry. We now proceed to examine briefly the state of some 
of the important cottage industries of India. 

(a) The Gitton hetnd'loom industry. 

Nearly 6 millions of people are engaged in this industry and 
their annual gross earnings, according to the Industiial Commis¬ 
sion, amount to nearly Rs. 50 crores. No doubt, the banddoom 
weaving industry has suffered much from machine-competition. 
J<leverthele88, it continues to exist because it alone can 
the iic)i Who wSiU the finest fabrics, and also satisfies the pocff 
as thoy.^eve rightly or wrongly that the hand-loom cloth is 
vfsm jendttsing thaiv the rnill cloth. Hand-loom suppUt^i 
:aboUA2fi^ of the total demand for cloth in India : 

Th^ hand loom-weaver is much happier than the iactoi^ 
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hand in as much as he works in his own home and thus can 
work for longer hours with perfect ease. He also gets the 
unpaid assistance of the members of his family. Of course, 
his profits are small and in some cases non-existent but they 
are capable of much increase. The necessary remedial measures' 
shall be discussed at the end of this chapter. 

(b) The Woollen Industry. 

The woollen industry was a very flourishing cottage industry 
in India in the Moghul days. It took three shapes, namely 
the weaving of carpet, of shawls, and of ordinary rough blanket. 
The raw materials for this industry are available in most parts 
of India as the sheep is a ubiquitous animal although both 
the quality and the quantity of the wool ^r sheep is much 
better in the hilly districts than in the plains. The wool of 
Kashmir and of Tibet is very famous. 

In the Moghul days, India acquired great proficiency in 
the weaving of carpets largely on account of the valhable 
patronage oflered by the Royal Court. After the disinteg¬ 
ration of the Moghul Empire, Indian carpet-weavers managed' 
to exist for some time on account of foreign demand. But 
the quality deteriorated, as Indian weavers had to adapt them¬ 
selves to foreign trade which was not of a high order. The 
exigencies of foreign trade also brought into existence a class of 
middlemen who intercepted a large part of the profits of the 
producers. The use of aniline dyes brought about a ftirther 
decline in the quality. And last of all, the guild organisation 
of the carpet-weavers was gradually dissolved whhthetesult 
that the once independent weavers now fell into tbs <^Otches 
of middlemen money-lenders who sucked them quite dry. Ih 
this way, the carpet-weaving industry fell upon evil days and! 
Its present position is highly deplorable. 
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We nestt take up the case of shawls. We have already 
noticed how some of the Indian shawls such as those of 
Kashmir had attained world-wide celibrity. Even in 
the early days of the British rule, the story of the 
shawl industry, like that of carpet, is also one of gradual 
decline. Here, too, the peak of prosperity was reached in the 
palmy days of the Moghul Empire. With the di.sappearance of 
the Native Imperial court, foreigners maintained the demand for 
some time. But later on, especially after the Franco-Prussian 
war, shawls went out of fashion in Europe, and complete havoc 
was wrought upon the shawl-weavers of India. The last stroke 
was dealt by the starting of shawl manufacture at Paisley in 
England. 

Finally, we come to blanket-weaving. This branch of the 
woollen industry is still in a going state on account of the 
cheapness and utility of rough blankets and also because of 
the inability of any factory to turn out any blanket. The poorer 
classes, in particular, use blankets for various purposes and 
as such there is clearly a great demand for them in this country. 
The possibilities of expansion of this industry should be fully . 
explored both for giving whole-time employment ta some, and 
part-time employment to many. 

(c) The title Industry* 

The Indian silk industry, like the woollen industry, was once 
in a very flourishing condition. In the t7th century, the. East 
India Company carried on a very lucrative trade with England 
in ^ Indian tilk manufactures* Later on, largely owing to 
oppositiofi from Home, the Company began to export raw silk 
from lnflith > With the developiiient of the silk industry in 
Europe, howevk, India be^n to export cdcoont as the Imjiiaii 
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reeling IS very bad. Oa the other hand, India began to import 
both silk yarn and silk piece goods from Europe, chiefly, Italy 
and from Japan, 


The main requirements of the silk industry are mulberry 
trees and abundant cheap labour. Both the requirements are 
fulfilled in Bengal, Kashmir and Mysore. The main reason 
why Indian weavers can not hold their own against foreign 
competition appears to be their great poverty and ignorance of 
modern up^to-date methods. It is plainly the duty of the 
Government to remove both these impediments. In this connec¬ 
tion, we must admit that the Government of Bengal has started 
two seri-cultural schools for imparting training in sericulture. 
The passed students arc also helped both with a stipend of 
Rs 250 and seed stocks from the Government’s nurseries for 
e.stablisbing rearing-houses. This system known as the Selected 
Rearers System is likely to have beneficial results. The Govern¬ 
ments of Kashmir and Mysore are also taking steps to encou¬ 
rage the silk industry. In 1935 the Government of India 
established' the Imperial Seri-cultural Committee which has 
sanctioned a grant of Rs. 93,000 to the silk-growing provinces 
for the encouragement of sericulture. Lastly, we must mention 
that the Indian Tariff (textile Protection) Act of 1934 has 
imposed various protective duties on imports of silk yarn and 
silk manufactures. Imports of artiflcktl silk yarn ivhich 
compete with genuine silk, have also been penalised by a duty 
of 25% advalor^m with a minimum specific duty of 3 annas 
per lb. , . 7 ., 


It is to be hoped that welRo^o.-Indians %iB- 

• - I ' * ' 

patronage to Indian silk manufacturdi somewhat 

in the future than they have done in dte pl^ altht^^ : Iho 


indigenous product may not be as fine ti ^ 
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<d) Methods of helpiof the cotUge Indtiitrioi. 

From our previous survey of the history and present condi’' 
lion of some of the important coitage Industries of India it. » 
quite clear that they are in a languishing condition. The lot 
of most artisans in Bengal specially is extremely tragic. Some 
•of them can hardly make both ends meet though they might 
toil incessantly from morning till night. The iron grip of the 
Mahajan is everywhere, and the worker apparently works 
himself to death for the benefit of the middleman and the 
money-lender. The problem of helping the artisan, therefore, 
is one of urgent practical importance, if our country-side is not 
to be disfigured by hideous pictures of unmerited .sufferings and 
privations. 

The short-comings of our cottage workers are mainly three¬ 
fold : first, lack of up^to^afe nut hods and impiements ; secondly, 
lack offinance ; and thirdly, lack of proper marketing organiza- 
tions» If cottage industries are to be revived, wherever revival 
is possible, we have to remove these three distinct types of 
handicaps. 

The illiterate and highly conservative artisan has got to be 
brought out of his antiquated tools and methods into their 
modern counterparts. This stupendous task can best be 
discharged by the Government, In this connection wc note 
with satisfaction the activities of. the Governments of Bihar 
and Orissa, and of the Central Provinces who conducted 
regular campaigns in the country-side for familiarising artisans 
with iq[)-t<!^ate tools and methods. It is to be hO{^'d that 
.all tlie f^noiai Governments of India will follow these good 
re-inforced vigour-, . In this connection we mig^t 
4 lw^^|b:thei!^nt .ex^ of the Imperial Governing 
viho have ,msde’two grants of JfU. 5, 5(^POO and 93,0^ 
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promoting research in the Hand-loom Industry and sericulture 
respectively. As regards finance^ the solution is not a very easy- 
one. The Industrial Commission recommended loans by the 
Director of Industries to the artisans or the placing of improved 
tools in their hands on the hire-purchase system with the 
ultimate objective of transferring ownership to them. Co¬ 
operation might also be a great solvent of the problem, only if 
the co-operative mind could be brought into existence. Whatever 
be the ultimate solution, the urgency of the problem can not be 
too strongly emphasized. 

Finally, we come to the murketing problem. As in agricul¬ 
ture, so also in our cottage industries, the middleman is the 
blackest villain of the piece. He intercepts most of the profits 
of production and thus fattens at the expense of the worker. 
We must eliminate him, or he will eliminate all prospects of 
peace and prosperity in rural India. The marketing problem, 
however, involves not only the elimination of the middleman, 
but something more positive. We have to find out new 
markets for our cottage products b> starting Exhibitions and 
Emporiums wherever it might be profitable. The sympathy of 
the urban population must be enlisted in the cause of our rural 
resuscitation. The various Governments, too, like the Govern¬ 
ment of the United Provinces should make their store purchase 
from cottage products wherever possible. The Swadeshi spirit 
must be kept alive not for purposes of theatrical display but in 
our everyday conduct of life. It is then and then alone that 
our cottage industries can once more play their rightful part in 
the national economy of India. 



CHAPTER XY 

INDUSTRIAL LABOUR 

1. The Rite of the labour problem in India. 

Although the industrialisation of India began long before 
the Great War, it was not till the war was over, that signs of 
labour unrest began to manifest themselves. The awakening of 
the masses which followed in the wake of the Great war greatly 
affected the outlook of the growing industrial population of 
India. The labourers became more and more organized into 
trade unions and.begfin to .insist upon their rights and previ- 
leges. Above all, communistic ideas came to be insidiously 
disseminated among the factory workers, and this in itself has 
been largely responsible for the growing bitterness and hostility 
between the employer and the employees. 

The present position of the movement. 

The Indian labour movement is now in a definitely aggres- 
sive mood. Strikes have liecome almost the order of the day, 
though not all strikes are inspired by genuine labour grievances. 
The greatest handicap of the movement is the fact that 
labourers have hardly produced any genuine leader from their 
own ranks. They are thus helplessly dependent upon 
leaders from the intellectual middleclass who are general!^ 
lawyenl. These men, even when they are inspired by genuine 
syinpathies vridi the labourers, cannot always correctly unders¬ 
tand the real grievances of the labourers. Hence the labourer’s 
pdltit ofvkw is hardly adequately represented in any industrial 
4i^sp|ne or In any li^gblative pibpDsa]' for the amelioration of 
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the labourers’ condition. Besides, many of thbse labour leaders 
are confirmed Communists who do not hesitate to exploit the 
grievances of the illiterate labourers for furthering their own politi¬ 
cal purposes. Whatever be the defects of the Indian labour move¬ 
ment, there can be no doubt that labour problems have become 
Tery acute in India recently. The orthodox labour organisation 
in India has become linked with the international labour 
movement and India sends her labour representatives to the 
International Labour Conference which is held at Geneva every 
year. The Government, too, recognised the importance of the 
labour problems by appointing the Royal Commission on 
Indian Labour in 1929 and by implementing some of its 
recommendations in recent years. 

11. The total factory population in India. 

1. In 1879-80, the number of Cotton Mill operatives in 
India was 47,855, while in 1889 that of jute workers was 
59,222. According to the Labour Commission Report (1931) 
the 203 cotton mills of the Bombay Presidency employed in 
all about 232,030 persons, while the remaining 92 mills scattered 
in the rest of India accounted for 1C6000 operatives. In 1929 
the 95 Jute mills of India, most of them situated near about 
Calcutta, employed in all 347,000 operatives. Railway 
workshops, which number 145, accounted for 136,000 persons, 
while the Tata’s works at Jamshedpur employed 28,000 persons. 
The printing industry employed 38,000 persons.in 360 presses. 
In all, according to the Labour Conunission, the number of 
perennial factory workers was approximately L250iQCP. Ip 1934, 
the total number of factories in India 8,630 mad the aver^ 

' ' I ' ' 

daily number of persons emfdpyed was 4,,487,. 231. JF,; in 
addition, we remember lhai according to the ll^^cprandnm 
submitted by the India office to the League of Nations in 19I22» 
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India’s landless AgiiptiltutAi labourers numbered 27,810430; 
workers in factori^, mines, transport and cottage industries 
number 20, 219,000 ; and maritime workers numbered 141,000, 
it is quite clear that India has the largest number of labourers 
compared to any other single country in the world. The 
two biggest centres of the factory population are the Hooghly 
area with a population well over 450,000 and the Bombay city 
and Island with about 190,000 operatives. With' the exception of 
Ahmedabad which has a little over 70,000 operatives, there is ■ 
no centre with as many as 30,000 ^manent factory workers. 
Of the secondary centres with a definite concentration of 
industries, the more important ariM* Madras, Cawnpore and. 
Jamshedpur. 


111. Sources of labour supply. 


The smaller industrial centres everywhere recruit from the 
surrounding rural areas all the workers they require except 
labourers demanding special skill. With the expansion of an 
industry, the area of recruitment has got to be enlarged. If the 
centre is situated in a region where the population is very 
dense and at the same time the pressure of the people on land 
is also very acute, most of the labourers are locally available. 
Ahmedabad and Cawnpore are the cases in point, the former 
recruiting 65% of its total labour force from the surrounding 
areas. 

On the other hand, Bombay, Calcutta, and Jamshedpur 


recruit most of their labourers from a distance. Bombay 
recraita its Jactory labour from two main sources—by sea from 
fta^^ti aiid .b| laud' from the Deccan districts especially 
Ahmeditagar,'Poom and ,Sbpiapur, and of late from the United / 
jprpvfnc^ as though surrqund^ .bf * 

the dens«!,iy populate^ Bet^al;liowever, hM, foupa,;; 

» ' « ~ * * . 
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it necessary to draw its factory labour from Bihar and Orissa, 
Northern Madras, and the eastern districts of the Central 
Provinces and of the United Provinces. This is mainly due 
to the fact that the Bengalis are averse to factory lalxiur 
except in the skilled grades. 

Finally, as regards Jamshedpur which was established in the 
midst of a virgin forest, the necessary labour supply had to 
come from Bengal, Behar, 'and Orissa, the Central Provinces, the 
United Provinces and Madras. 

* Recruitment for Assam. 

The outstanding problem during the whole history of tea 
planting in Assam has been the scarcity of labour. The Surma- 
valley was able to secure a certain amount of labour either 
locally or from adjoining districts of Bengal, but in the Assam 
valley the supply of local labour was negligible and it was 
found impossible to obtain supplies from areas nearer than 
'Chota Nagpur and Behar. At present, the most important 
recruiting area for both the valleys is Chota Nagpur and 
Sonthitl Fargahas, though substantial numbers are brought from 
Behar and Orissa, the United Provinces, Madras, the Central 
Provinces and even Bombay. The cost of recruiting is in the 
neighbourhood of Rs. 150/- per head. 

The Indehtttlred sjrstem. 

As recruitment has been so very expensive the employer 
naturally wanted to ensure that if a man was recruited to work 
on a particular garden, he actually works there and not else¬ 
where. This was originally secured by laws based on the 
principle of indenture^ The general scheme was that the 
labourer was bound by a contract to serve for a speciftedt 
period on the garden to which he was recruited \ if he failed'^. 
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to work without reasonable cause or absconded, he could be 
punished criminally and the planter had the right of arresting 
an absconder. As a set-off against these disadvantages, the 
Government prescribed a minimum wage. 

The Sardari system of recruitment. 

The indentured system in practice greatly aggravated the 
difficulties of recruitment as it increased the disinclination of 
labourers to go to Assam. As grave abuses became common in 
the recruiting areas, the Government interfered and prohibited 
all recruiting except by garden Sirdars and made it illegal 
for any one else to assist, to induce or even persuade a recruit 
to go to Assam. A garden Sirdar is a man who has actually 
worked and is employed on a tea garden. His operations are 
strictly regulated. Moreover, a body known as the Auam 
Labour Board consisting of the representatives of the tea 
industry and an official chairman, was set up in 1915 with a 
view to better control of recruiting. The Sirdari system of 
recruitment brought into existence by the Assam Labouring and 
Emigration Act of 1901 and 1915 is in theory the safest method 
of recruiting for the workers as it entrusts recruitment only to 
bonafide workers who are best fitted to give an accurate picture 
of the conditions obtaining in the garden and who are least 
likely to make any misrepresentation. 

In actual practice, however, the original intention has not 
been fulfilled. In many cases, workers have been sent down as 
Srdars after having spent only a few days on the garden. * The 
systemr mcnlover, is quite inadequate to the needs of the industry 
and is obviously unworicable when new areas have to be opend 
ibr recruitment and when new gardens are being developed. 
BesuleSt this system is veryeicpensive inasmuch as.roughly 
is requited to recxiiit a riiigle labourer. 
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The Act of 1932> 

In 1932 the Tea Dhtncts Emigrant Labour Act was passed 
in supersession of the Assam Labour and Emigration Act of 
1901 with all its subsequent amendments. The object of the 
Act is, on the one hand, to exercise all the control over the 
recruiting and forwarding of emigrants' to the Assam gardens 
which is justified in the interest of the emigrants themselves, 
and on the other hand, to remove all unnecessary restrictions. 
The element of official control has been increased Recruiting 
is allowed only by licensed recruiters. It is declared unlawful 
to assist persons under the age of 16 to emigrate unless they are 
accompanied by their parents and guardians. An emigrant has 
the right of repatriation at the employer’s expense after comple¬ 
ting 3 years' service, or if he is dismissed earlier otherwise than 
for wilful and serious misconduct, or if his health fails, or if 
he is assaulted by the employer or his agent, or for any other 
sufficient cause. Provision is also made for the appointment of 
a controller of emigrants with his staff for supervising the general 
administration of the system, charges being met from an annual 
cesSf called the Emigrants Labour cess which shall be levied at 
such rate not excceeding Rs. 9 per emigrant as the Governor 
General-in-Council may determine for each year. The Act is 
at present applicable to 8 specified districts in Assam, but the 
area of its operation might be extended. 

Conclusions' 

Although the Act of 1932^ which is based on some of the 
recommend^ations of the Labour Commission Repdi);, has sub¬ 
stantially improved, the recruiting sysini% can 

hardly be considered to be. an ideal one. The ^control ^ 

of recruitment has always heen i^red as a necessity 

and as a temporary expedieoL The aim of <>r0criiituig fhooli, 
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be to reach a point wfaerCt in effect, organi^d recruiting is 
unnecessary. In other words, by making conditions suiBciently 
attractive, the employer should reach the stage where, instead 
of having to go out and induce recruits to enter his employment, 
applicants for employment should approach the employer. 
Among other proposals, the Labour Commission recommends 
the abolition of the Assam Labour Board which in its opinion 
has outlived all usefulness. 

Labour supply in mmint centres. 

The Bengal Coal mines recruit their labour mainly from 
the backward tribes of the Santals and Bauris living on the 
borders of Bihar and Orissa. The Coal fields of Bihar 
and Orissa are supplied with local labour and to some extent 
with recruits from the C. P. and the U. P. In general, coal 
min^ suffer from scarcity of labour inasmuch as the labourers 
are also mostly agriculturists, and as such are not available in 
the agricultural season. 

IV. Characteriitict of Indian labour. 

The first characteristic of Indian labour is that it is imfficient. 
This inefficiency is due to various factors, such as illiteracy, 
climate, the unwholesome working and housing conditions and 
above all, the migratory character of Indian labour. 

Secondly^ Indian labour is scarce. This might appear to 
be rather strange in a country like India teeming with a popu¬ 
lation multiplying every decade and where the pressure of the 
population on land, the only other alternative occupation, 
is already veiry acute. The causes of this scarcity, however, 
have to be sbu^t. in the corifcrvatism and ignorance of the 
Indian masses as well as in tbe miattractive environment of the 
typical Indiim iaclorks.; 

‘j. 20 
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Thirdly, Indian labour compared to its counter-part in the 
more advanced countries of the world is comparatively unorga¬ 
nized, though/ of late, trade unionism is making its head-way in 
most of the organized industries of India. 

Fourthly, but the most important single characteristic of 
Indian labour, is its migratory character. The Indian factory 
operatives are nearly all migrants, and migration takes place 
from the rural areas to the factories. “But it is not mainly 
a permanent exodus; it is in the minds of those who 
undertake it, and to a large extent in fact, a temporary 
transfer and the recruit to industry continues to regard as his 
home the place from which he hjuj come.” Of course, 
the factory worker, except in seasonal factories, is not an 
agriculturist but he is at heart a villager ; he had in most cases 
a village up-bringing and he retains some contact with the 
villages. Only a very small percentage of the total labour-force 
have no village ties and look upon the city as their home. 

V. The problem of migration. 

(A) The Causes of Migration 

The causes of migration are mainly economic and partly 
social, 

(1) The difficulty of finding an adequate livelihood in 
one’s native village has mainly impelled the Indian villagers to 
seek industrial employment. The emergence of jt,substantial 
class of landless labourers due to the growth of population, 
the growth of indebtedness and the extinction of village crafts, 
has supplied the main source from which fa<;to|y pperatiyes 
have been recruited. . . ^ 

- (2) But although .poverty is the main driving force, it is not 

the only cause of migration. The lower castes and the untou- 
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chayies who sufter from serious social disabilities in the village 
society have found that in industrial areas caste disabilities 
lose much of their force and as such they do not hesitate to 
migrate to industrial centres. Thus the new world of industry 
offers a refuge to those who are anxious to escape from family 
conditions that have become intolerable, or from the penalties 
of the law, or from the more severe penalties with which the 
village visits offences against its social and moral codes. As the 
Labour Commission, has pointed out the diiej iw/se is to be 
found in the fact that the driving force in migration comtis 
almost entirely from one end of the channel, i. c. the 
endt The industrial recruit is not prompted by the lure of city 
•life or by any great ambitipn, “The city as such has no 
attraction for him and when he leaves the village, he has seldom 
any ambition beyond that of securing the necessities of life, 
.He is pushed, not pulled to the city.” 

(3) ■ A cpnlrilfutory cause is the joint family which, 

by linking the. emigrant to the village and even to its soil, 
serves to keep connection in many cases. 

r 

(4) Moreover, the comparative scarcity of employment of 
women and . children in factories encourages the practice of 
leaving the family in the village where their maintenance is 
more simple and less costly. 

(5) Further, to a large extent Indian life is a communiiy 
life and ,tlxe more individualistic .existence inseparable from a 
.•city is strange and unattractive to the villager. 

(6) Finally, an important cause of the desire of the 
factory workers to maintain village connection is to be , found 
m^emmronmnt in which they must live, while employed 
;n the factories. The average factory worker, contrasting the 
scenes, in which he .has to live with his memories of his 
Tuative places must welcome, every opportunity of returning 
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there and must cherish constantly the hope that sooner or later 
be can leave the city finally behind. 

(B) Effects of migration on Indian labour. 

The first fact to be noted is that the Industrial worker is 
living in an environment which is strange to him, and the 
contrast between his original home and the scene of his work 
may be tremendous. 

(1) As the most important streams of migration cross 

language boundaries, most factory workers form, as it were, 
foreign colonies, surrounded by a language and a culture 
largely alien to them. This alone tends to give an artificial 
character to Indian industrial life. The ties which gave village 
life its corporate and organic character are loosened, new ties- 
are not easily formed and life tends to become more indivi¬ 
dualistic. : , 

(2) Secondly, the health of the worker who is transported 
to a new environment is often subjected to severe strain. 
Both the climate and the diet might be radically different 
from what he had been accustomed to. Moreover, the change 
from the wide fields and fresh air of the village to the cramped 
and often insanitary streets and lanes of the town is bound 
to affect the health of the labourer, lastly, there are addi¬ 
tional dangers from sickness and disease, and from the new 
and insidious temptations of city life. There is no wonder 
that alcohol and gambling become the favourite pastimes of 
the factory worker. 

As the labourer necessarily feels home-sick from time to 
time, he cannot continuously stay in one particular establish¬ 
ment. This prevents him from acquiring efficiency in a 
particular work. As employnient is not always readily 
available, the labourer after returning from his village home^ 
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oiten finds it necessary to live on aedit and* this irlght involve 
Jiim often hopelessly in debts. 

(3) Thirdly^ the rapid turn-over of the labour force in 
industrial establishment not only prevents the building up of 
a sense of Co-operation between the employer and the employee 
but also places a serious obstacle to the development of healthy 
:trade unionism. 

The migratory character of Indian labour, however, is not 
an unmixed evil. 

(1) The contact with the village means’, in the first place^ 
that most industrial workers have been brought up in more 
natural surroundings. They usually bring a better standard 
of physique than could be built up in many industrial areas. 

(2) Secondly, the combination of urban and rural life brings 
a width of outlook which is apt to be lacking in a, purely 
urban population. 

(3) Thirdly^ it provides a measure of insurance against 

the effects of the various changes which may reduce, interrupt 

or destroy the earning capacity of the worker. “In sickness and 

in maternity ; in strikes and lock-out, in'unemployment and 

in old age, the village home is refuge for many ; and the fact 

# 

that it exists affords a sense of security even when it is no 
.required.” 

(4) Fourthly, this contact has got great educative effect. 
As , the Royal Commission on Agriculture has observed—the 
life of the city should quicken the mind and enlarge the out¬ 
look of a greater number of labourers than it corrupts.. The 

m 

industrial worker on his return to his native land helps to 
diffuse throughout the country side not merely his. knowledge 
of a wider world, but a conception of liberty and of indepen* 
4ence, ^t is new to village society. . . 

The above analysis of the merits , and demerits of the 
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migratory character of Indian labour naturally leads to the 
practical question, namely what should be our future attitude 
towards this village connection of the factory worker. The 
Labour Commission records its considered opinion that in 
present circumstances the link with the village is a distinct 
asset and that the general aim should be not to undermine it. 
but to encourage it and as far as possible to regularise it. 


METHOD OF RECRUITING FACTORY 
OPERATIVES. 

( 1 ) The position of the jobber. 

A peculiar characteristic of Indian factory organisation is- 
the fact that the employer docs not directly talce the responsibi¬ 
lity of employing workers. This duty is left to certain inter¬ 
mediaries known as jobbers. The typical jobber combines in 
himself a variety of functions. He is piimarily a chargemam 
and as such is responsible for the supervision of labour while 
at work. The worker has to approach him to secure a job 
and is nearly always dependent on him both for the security 
of that job as as well as for a transfer to a better one. 

Many jobbers also give loans to the worker when he is in diffi¬ 
culties and may also help him in various other ways. The 
jobber acts as an intermediary between employer and employee. 
It is to the jobbers that the employer generally goes when he 
wishes to notify a change to the worker ; it is from the jobbers^ 
that he derives most of his informations regarding their needs 
and desires. The jobber thus discharges certain functions 
which are generally done by trade-union officials- in the ’ West^ 
and he is occasionally found acting in the capacity of a strike 
leader. 
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It is clear from the above description that the temptations of 
the jobber’s position are manifold. It is therefore quite natural 
for the jobber to profit financially by the exercise of this power. 
The evil varies in intensity from industry to industy and from 
centre to centre. The jobber usually exacts a fee as the price 
of engagement or of re-employment from the worker. In many 
cases a smaller regular payment has also to be made out of 
each month’s wages ; in other cases, the worker has to supply 
the jobber with drink or other periodical offerings. 

Suggested Reforms. 

The Labour Commission advocates the exclusion of the 
jobber from the engagement and dismissal of labour and 
recommends the employment of a Labour officer to discharge 
the jobber’s function who should be subordinate to no one 
except the general manager of the factory. 

As regards supervision of women workers, when it is under¬ 
taken by male jobbers it leads to serious a’ouses. Where women 
workers are numerous, they are often under the charge of other 
women known as N.iikins. As these women are generally of 
low character, the evil is seldom diminished. The Labour 
Commission recommends the appointment of aj: least one 

I 

educated woman in chaise of the female staff of the factory. 


SOME STRIKING EVILS OF THE INDIAN 
FACTORY SYSTEM 

L Conditiaiu of work in the milk. 

Although industrialism in India is a comparatively recent 
development, and as such India had sufficient opportuniti^ for 
profiting from the experience of the West, nevertheless, without 
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the excuse of ignorance, Indian industrial history has been 
marred with all (he blemishes which had been its usual feature 
elsewhere. 

(1) In the first piace^ for a long time i^otldng was done to 
remove the trying conditions of work in the ttiills and factories. 
The absence of proper ventilations, and artificial humidification 
specially in the cotton mills has rendered the factory atmos¬ 
phere exceedingly stifling and unwholesome. Provision 
should be made for better ventilation of the mills and 
for reducing the evil effects of artificial humidification as far 
as possible. 

(2) Again, in most mills and factories there are no proper 
arrangements for the meals of the workers. The meals are usually 
brought from outside and the factory worker some-how helps 
himself to them. The provision of proper canteens and of 
dining sheds will go a long way towards the remedying of this 
defect. 

(3) Moreover, there should be proper bathing and latrine 
arrangejnents for both the sexes. For females, there should be a 
separate common room where they might spend their mid-day 
recess fairly comfortably. So far, only a few mills, like the 
Buckingham and Carnatic Mills in Madras, have provided 
some of these amenities. 

(4) The Labour Commission recommends that cretches 
for young children should be provided in all places where 
women are employed in considerable numbers, and they would 
make the obligation a statutory one in all factories employing 
not less than 250 women. 

11. Evils of employing women and children. 

The employment of women and children has also created 
very grave problems the satisfactory solution of which at all 
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46arly date is highly desirable. In one sense, the system is good 
under present circumstances inasmuch as the working unit in 
the case of the poorer classes is the family rather than the 
individual. Unless the'\frages of the average male adult increases 
sufficiently ^ maintain the whole family, it is desirable that 
the women and children of the worker's family should be given 
empbyment. 

r Secondly, the employment of women in factories serves to 
Bitigate the evils arising out of sex disparity in industrial 
Bjps. If ail women were immediately excluded from factory 
l^loyment, the pupportion of males to females in the factory 
area^uld be largely increased, and this itself would aggravate 
the evils of immorality. 

gw On the other hand, the employment of women and children 
Ks not been unattended with very great evils. The hours of 
work, until recently, were highly excessive, having regard to 
their lower physical standard and the enervating effect of the 
trdpical climate. The woman's position is particularly 
miserable as she is both a factory worker and a domestic 
drudge. And when the woman becomes an expectant or 
nursing mother, her continued service has very^ deleterious 
effects both on her own health as well as on her children’s. 

The Labour Commission recommends that women should 
be given leave with full pay for one month before, and one 
month after, the date of her delivery, provided they do not 
work elsewhere. The Commission further recommends that 
nursing mothers should be given some interval of rest during 
factory hours for breast-feeding their children. 

Abtenteeiftm in Indian factories- 

A great obstacle to the smooth working of the Indian factory 
system is the large percentage of absenteeism which tahes 
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I)laco among the labourers. The percentage exhibits seasonal 
variations, and reaches the highest peak generally in the 
marriage and festival seasons synchronizing with the monsoon 
months. Absenteeism also increases after the pay-day or 
after the grvint of a bonus to labourers. The agricultural season 
is also partly responsible for absenteeism in factories and mines. 

The remedy for this defect is not easy to suggest. The 
formation of labour reserves, as suggested by the Textile tariff 
Board, might largely relieve the factory managers of their 
anxieties in this respect, but it would not solve the problem in 
as much as a large number of people would be kept unemployed 
at frequent intervals. 

The rapid turn-over of labour in Indian factories, due to 
the migratory character of the operatives, is also largely 
responsible for absenteeism. It has been said that fifty per cent 
of the labour force in the Bombay mills changes in the course 
of a year as against less than ten per cent in Lancashire. As 
the Factory Labour Commission has pointed out, the Indian 
labourer is fond of wandering from mill to mill, and the 
slightest pretext or temptation is sufficient to induce him to 
give up one employment for another. 


EFFICIENCY OF INDIAN LABOUR 

Estimates of the relative inefficiency. 

Various estimates have been made about the relative ineffici¬ 
ency of Indian labour compared to the efficiency of European 
labour. According to Sir Alexander McRobert the English 
worker is 3.3 or even 4 times as efficient as the Indian labourer 
while Sir Clement Simpson calculated that 1 mill-hand of Lanca- 
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shire is equal to 2*67 hands' in an Indian Mill. This sort 
of mathematical calculation, however, as Dr. Slater has pointed 
out, is extremely fallacious, in as much as we can never 
ascertain the separate productivity of labour. The apparent 
lower productivity of Indian labour may also be due to 
relatively inferior management, the absence of up-to-date 
machinery, and the bad quality of the raw materials used quite 
as much as the inherent inefficiency of the labourer himself.. 
Above all, the low wages of Indian labour is at once the effect 
and the cause of his relative inefficiency. Although it is clear 
that the inefficiency of Indian labour has been much exaggera¬ 
ted, there can be no doubt about the fact of inefficiency. 

Causes of inefficiency. 

The causes of this inefficiency are not far to seek. 

(1) They are to be traced fint in the climatic conditions, 
of India. The tropical climate of India has a great enervating 
effect on the human system. 

(2) The artificial humidification of the cotton mills, 
combined with lack of proper ventilation and of proper sanita¬ 
tion is a further cause of labour inefficiency. 

(3) The low standard of wages of Indian industrial* workers 
is also largely responsible for the inefficiency of Indian labour. 
A large part of the labourer’s income is absorbed by the bare 
necessaries of life such as food, clothings and shelter ; while 
another substantial part goes to drink. The result is that 
practically nothing is left for necessary expenditure in the 
interests of the labourer’s efficiency. If, over and above, we 
icmember the growing volume of the indebtedness of the indus¬ 
trial worker, we can easily realize the difficult and embarrassed 
position in which the industrial worker is placed. 

(4) Another important contributory factor is the bad 
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housing condition in the industrial centres. Labourers usually 
live in filthy bastis or chawls, where countless heads are hudd¬ 
led together as in a sheep-cote or ware-house and where there is 
little or no arrangement for any sort of privacy. The water- 
supply is hardly adequate or of the requisite quality, while the 
drainage system is usually most defective, if not positively 
revolting. Such an environm-snt natural tells upon both the 
physique and the morals of the Industrial labourer. 

(5) The lower efficiency of the labourer is also due to his 
lowered physical vitality brought about by the ravages of 
diseases like m<ilaria, influenza, kala^zar etc ; as well as by the 
poor dietary which characterises practically the whole Indian 
population. 

ffO Indian labour is mostly illiterate and untrained. Even 
practical training in any particular w'ork is rendered largely 
impossible by the migratory character of Indian labour and by 
the fact that most Indian labourers are at he.art agriculturists 
and as such they feel little urge for mastering their own work. 

(7) The absence of healthy Trade unionism which, in the 
advanced countries of the w'orld. does, so much to inspire a new 
dignity .and aspiration in the mind of the average worker, must 
also be reckoned as a further contributory factor. 

(8) Lastly, the relatively smaller output per head in Indian 
factories and mines is to a large extent due to the use of poor 
raw materials, comparatively antiquated tools and methods and 
due to the general inefficiency of management. This last point 
is generally overlooked when the Indian employer goes on lectu¬ 
ring on the industrial inefficiency of India. As Dr. H.L. Dey has 
pointed out, there is hardly any rationalization in any of the 
♦major industries of India. Indian industries So far have been 
largely managed or mismanaged by a few firms of managing 
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agents who have endeavoured to swell their incomes more by 
exploiting the labourers and the sympathies of the general 
public, than by organising their business. Competent observers, 
both Indian and European, are not wanting who have asserted 
what may be regarded as a heretic dogma that the average 
Indian factory hand, especially in the cotton mills of Bombay, 
given his low wages, is in an economic sense even more efficient 
than the average Lancashire hand. 

The Housing Problem of Indian Labour. 

The problem of the housing of the industrial labourers 
presents very serious difficiiltiw in almost all the highly indus¬ 
trialised countries of the world and India is no exception to the 
general rule, although she ought to have profited by the 
experience of her predecessors in the industrial field. In India 
as elsewhere big industrial^ centres came into existence in a 
most half-hazard and thoughtless fashion and apparently there 
was no planned thinking on the housing problem of an ever- 
increasing army of labourers. Besides, the bad selection of 
sites, limitation of space and high land values are responsible 
for much of the congestion in large cities. No ^ statistical 
information, however, is available regarding either the relative 
or the actual shortage of houses in urban and industrial areas. 
According to the Labour office family budget investigation of 
1921-22, 97 per cent of the working classes in Bombay were 
accommodated in one-roomed tenements occupied by 6 to 
persons. In Ahmedabad 73 per cent of the working classes live* in 
one-roomed tenements. Conesponding figures for Howtaih, Cal¬ 
cutta, Madras etc. fire not available.* But the home-sickness and 
mortality rates and especially the extraordinarily high infantile 
mortality rate are sufficient indications of the scandalous over¬ 
crowding in all the ihdusttiat centres. 
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The problem in Bengal* 

The Bustces - of Bengal, specially in Calcutta and Howrah, 
reveal a degree of overcrowding and congestion which is 
probably unequalled in any other industrial area in India. The 
only redeeming feature is presented by the housing schemes of 
some of the enlightened employers in the Jute Mills areas. 
According to the figures collected by the Labour Commission, 
in 53 Mills, nearly 41 thousand houses were built to accom¬ 
modate about 13,1000 workers. These mi 11-bustces present a 
vivid contrast to the other housing accommodation available. 

: Similarly, in Titagar and Bhatpara big schemes of sewerage 
-and water supply have been executed with the help of a G(n’crn- 
ment subsidy. 

The problem in Bombay- 

I * 

In Bombay most labourers are. house;! in chawls which are 
tenements 3 to 4 storeys high with at least one family in each 
small room. In these chawls, cleansing and sanitation are 
q^terly neglected and the entry of light and air is greatly 
restricted and what is more, these chawls are impossible of 
improvement and as such fit only for demolition. 

Some of the Bombay textile mills, the Bombay Port Trust, 
the Bombay Improvement Trust have, of course, provided 
somewhat better housing accommodation for some of the 
labourers, but it is utterly inadequate. The Government of 
Bombay through its Development Department built 207 new 
concrete chawls containing over 16030 single-roomed tenements. 
Although these chawls are reasonably provided with air, light, 
water, roads, lighting and shops and in som» casK with school^ 
and dispensaries, they are almost amazingly ugly and as such 
very unpopular. It is' to be hoped that future Development 
Schemes will show greater ptistic imagination. In the Bombay 
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Presidency a model industrial firm is being built at Ambernath 
with all modern facilities which, when completed, might serve 
as an example for future development schemes. 

The Boml)ay Improvement Trust offered to build up better 
chawh for Ihe mill-owners provided they undertook to repay 
within 50 years the sums necessary for that purpose. Unfor¬ 
tunately, however, the offer was not accepted. 

The problem in Madras. 

In Madras, the industrial workers live in “^•/^^A/V^'^which 
are no better than some of the worst “/>’//of Bengal. 
In these ^'cheries'^ the primary necessities of life arc altogether 
inadequate. Both roads and drainage are absent and in the 
absence of latrines, streams of sewage filter over the path-ways. 
In Madras city proper, there is such an acute shortage of houses 
that hundreds of workers are entirely homeless and live on the 
streets or on the verandahs of go-clowns. Only a few enlightened 
employers like the Buckingham and Carnatic Mills Company 
have built up ideal homes for some of their workers. 

The position in other factory areas. 

. The position in Cawnporc is no better, the only bright spot 
being the housing scheme of the British India Corporation at 
Me Robertganj. The Cawnpore Improvement Trust has not 
been so far able to effect much improvement on account of the 
apathy of the employers. At Karachi, Ahmedabacl and Nagpur, 
the position is more or less the same with some bright 
exceptions.. 

The positions In the mines. 

t * 

, In the mining areas the housing problem has some special 
features.. The exhsiustible nature of a mine a.s^well as gie 
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possibiliteis of subsidence caused by under-ground workingst, 
present handicaps to substantial housing schemes. Many of the 
coal miners live in the neighbouring villages while others dwell 
in arched dhowrahs which are often dark and ill-ventilated. 
The latrine accommodation is inadequate and there is room 
for an increase in bathing and washing places near the line. 

In Jamshedpur the employers have done most to provide 
decent quarters for the workers or to encourage them to build 
up houses for themselves with the help of cheap loans and 
advances. 

Lastly as regards Railways only at way-side stations most 
members of the staff are provided with Railway quarters 
although on some railways a proportion of the workshop staff 
is provided with houses owned or leased by the Railways. 

Concluding observations. 

Such then briefly, is the present position of the labourers 
as regards housing accommodation. As the Whitley Commi- 
sion has pointed out, **one fact which stands out from the 
outline we have given is that the action taken by the parties, 
concerned—employers, Government and local bodies—is in 
inverse ratio to their responsibility. Employers have done 
most; municipal councils least. The latter are primarily 
responsible for the health of their citizens, and that responsi¬ 
bility can not be discharged in the industrial cities unless a 

vigorous attempt is made to improve housing. **.quite 

apart from the failure to formulate and execute a constructive 
housing policy, municipalities have generally failed to use their 
existing machinery and powers to control the lay-out and 
erection of new buildings.” To a large extent, this present 
muddle is due to the lack of realization of the exact responsi¬ 
bility lying on the shoulders of any p^icttkr party. As Dr. 
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Soni has observed* *'The employer turns his empty pockets 
inside out,, local authorities show their annual deficits* thdr 
hea^ liabilities*^and.the long Ibt of their pawned resources; 
and the state has no fixed policy, little sympathy and hardly 
any interest*’ 

RecommendatioiiB of the Lebour Commistion 

The Whitley Comnusdon asserts that the position demands 
immediate attention not . only Irom Governments and local 
authorities but also from or^ized industry and the public 
since all are deeply concerned* The Commission makes the 
following’recommendations ;*—* 

(1) A Ministry of Health should be formed in eat& 
Province and a. Public Health Act should be passed. ' The 
Ministry of Health should lay down^Hnlnimum standard in 
regard to floor and ctfl>ic space, ventilation and lighting and 
draw up regulations for the provision of water-supplies, drainage 
system and latrines for working class housing schemes. Public 
Health Departments should also prepare plans with approximate 
costs of different types of houses and be available for advice 
to employera and local authorities. 

(2) Town Planning Acts after the British ipodel ^ould be 
passed in .all the industrial Aovinces to provide for the acquisi* 
tion and lay-out, of suitable areas for working class population 
and for the opening up and reconstruction of congested and 
insanitary areas. The Acts should also provide for the zoning 
of industrial and urban towns whereby in future the erection of 
new factories can be prohibited except in areas especially 
allotted for industrial development, and other areas can be 
reserved for industrial ho&ing schemes. Schemes approved by 
the Ministry of Health diouM be eligible for Government grants 
and loai^ Following the example of Ahidras, a Director of 

21- 
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ap^t^tetl elp^t*'afivitfe bi^t 
be available not only to local anthoritiea but to leaders of 
indOfetnry. v. or: ’ir ;■"< ;ua .U*; £sa:A;l.=/;: rv .,i 

^ 13) The tfbmiii^fcin recbramehAs estaBlfslbibnt' 6f 
Improvement and Development Truitt in big Centres like 
Howrah where they do not at present exist.. It further recom¬ 
mends that the provision of housing lor the working class^ 
should be' a statutory obligkidn of these TtuStSi’' “ ' 

(4) Municipal Councils should* be compelled to appoint 
Health officers and to provide' in every way for the propt-r 
sanitation of working class houses. They should also see 
that the different building by-laws are scrupulously obeyed. 


(5) Land Acquisition Acts should be so amended in all 
the Provinces as to enable the Government to acquire land on 
behalf of employers from private owners for the housing of 
labour, subject to certain safe-guards. 


(6) Finally, the Commission recommends the starting erf 
Co-operative Building Societies on the lines of the housing 
society at present existing among the workers ‘ of the Calico 
Mills in Ahmedabad where the worker’s share of cost is 
advanced by the Company. 

Such then are the principal recomihendations of the Whitley 
Commission. It is to be regretted that so far practically 
nothing has been done to implement them. Yef the present policy 
of muddle cannot go on for all time. The employers should 
realise that the industrial efficiency of India fundamentally 
depends upon the existence of a healthy and chnteftted labour 
force. In fairness, it must be Emitted some of the 
employers have ftiltilled their reBpOMibility in lhiillrespect. But 
the other parties, namely, the-i^Goverhrtiettt and “ the loc^ 
nithorities have so -far pepilste4 shirking their heavy 

I >1'^ ^ 
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ProfiBiftS Aatcmomy* the pnhiic authorities in India will boldly 
t&ce the oolosssil task ahead. 


**THE INDEBTEDNESS OP THE INDUSTRIAL < 

LABOURER 

Exte'nt of the eviL 

• Though reliable statistics site wanting, it is generally kgteed 
that the majority of industrial workers are in debt for the'greater 
part Of their working lives. Many are bom in debt and it is 
not uncommon for a son to aSsuhie responsibility for his father’s 
death, the obligation resting on religious and social and very 
seldom on legal sanction. According to the Labour Commir 
ssion, ihd proportion of families or individuals who are in debt 
K not less than 2/3 of the whole. In die majority of casds, the 
amount of debt exceeds 3 mohths* wages and is often far in 
excess of this amount. The usual rate of interest charged on 
these debts is 75 per cent per annum which in the case of the 
man “who is only 3 months* wage in debt,” involves a monthly 
charge of nearly 20 per cent of the wages’; .apart from the 
usual obligation of repaying instalments of the principal, 
rates of interest as high as 150 per ednt or 225 p.c. and even 
325 per cent are not altogether unknown. 

Causes of indebtedness. 

(t) The most important single cause of borrowing is th*e 
^expenditure on maniages. It is not uncommon for a labourer'to 
spend on a marriage the equivalent of a years’ wages and to 
borrow the whole of that sum at a high rate of interest. ' Thus 
.As the Labour Commission has pointed out, the Indian industrial^ 
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worker is too often coerced into what may be his tpwo eoslare' 

_ ***4*1. 

ment for years by social pressure. > 

(2) Strikes lasting for a considerable pmod are also ai 
cause of indebtedness inasmuch as the Indimi labourer 
normally lives from hand to mouth and as such has little 
fall back upon in times of voluntary idlenesst 

(3) The migratory character of the Indian labourer serves* 
to increase his indebtness in 2 wayi :— 

(a) The labourer after returning from his village may . npt 
easily obtain fresh employment. During; this period of un¬ 
employment he has generally to live on debts incurred from the 
jobber or the shop-keeper or the professional money-lender. 

. (b) Secondly the burden of his debts becomes heavy im 
proportion to his mobility. The man who moves from mill to* 
snillt from centre to centre, from town to village, is an unsound 
proposition from the money-lenders* point of view. is not 
surprising, therefore, that the labourer should hayg to pay 
particularly high rates of interest. t 

(4) Lastly, the period of wage-payment is 
responsible for the worker’s indebtedness. Where the moiithly‘ 
system of payment prevails, the worker usually does*not obtain 
his wages before the elapse of 6 weeks. This long.- waiting, 
period invariably adds to the embanassments of the poor, and 
has an appreciable influence in binding the worker to the 
money-lender. It has the further disadvantage, namely, that, 
the worker, being an illiterate man cannot take a long liew and* 
as such feels tempted to spend somewhat lavi^ly immediately 
after the pay-day, and as such he has to live upon credit in the- 
closing days of the month. 

Remedial mnaiiim. 

The Labour Commission has expressed its firm, oonvictloft* 



1NDBBTBDN8S9 OP IMDUmUU, .LABOUH 


32$ 


id«t '*the fatal weakness of the present system is the cmjkiratiffe 
east with which the worker can bonow sum which he has 
little prospect of being able to repay. It is lack of education 
jthat tem^it^ prevent him from taking long views; and the offisr 
of cash extent of a hundred or two hundred rupees in 
•exchange forn thumb*print is almost irresistible. The lack of 
forethought in mortgaging the future is illustrated by the fact 
rthat the thumb-print is frequently given on a blank document* 
It is by no means uncommon for the money-lender to dll in 
both the capital sum and the interest rate subsequently, and in 
any case the borrower has no copy of the transaction and has 
usually to rely tmtirdy on the money-lender for a periodical 
reckoning of the position." And as the worker’s debts are 
largely due to the fact that the lender finds in him a profitable 
investment and is ready and, indeed," eager to give him money 
which it is contrary to the latter’s interest to accept, the 
Commission is in favour of reducing the worker’s attractiveness 
as a field for investment. 

(IJ The Commission recommends the passing of laws 
against usmy raoK ^gorous than the existing Usurious Loan’s 
Act of t9t& ^According to the Provincial Banking Enquiry 
Committees, the comparative inaction, so fat, is due not to 
inertia but to the genial reluctance to interfere with the 
-sanctity of contract and the lack of faith in the efficacy of 
legislation. The Labour Commission, however, does not 
regard this objection to be very strong or insuperable. 

(2) The Commission also recommends some changes in thei 
Code of Civil Procedure in order to prevent the money-lender 
4^m securing the Attadiment of the debtor’s wages in the 
case of ’every workman receiving less than Us* 300/- a 

month. ‘ 

(5) The Commission furdier^ recommends that for in- 
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duitrial workers rMeivthgli§§ amondi, arrest and*. 

iknprisQnment for debt should be abolished except where the 

• k » 

debtor has been proved to be both able and unwilling to pay. 

(4) It is also recommended (bat bimafid* Proyi|imt funds, 
should be protectec| from attachment. ‘ 

•.. (5), Power shqpldialsQ be. given, for summary liquidation 
of debts on, th^ lines of ordinary, j^lycnqy £^000:. 

4'»re> .■ - : 

(6) Moreover, the period of limitation of unsecured debts 
which is at.present 3. years should be reduced to. 2 years, nor 
should the creditor who has secured a decree, be permitted to 
keep the decree alive for 12 years. 

(7) The Commission also recommends that besetting an- 
industrial establishment for the violent recovery of debts on- 
the pay day should be made a criminal and cognizable 
offence. 

(8) Lastly, the Commission recommends a shorter period 

for wage-payment. The method of weekly payment is 
particularly commendable in most cases. ^ 

Conclusions 

Though the Labour Commission relies chiefly- on legislative 
measures for the cure of indebtedness, in our* opinion, legisla¬ 
tion alone cannot solve the problem. There is the further risk, 
that the money-lender might be scared away by. too stringent 
measures against him and the financial position of the indus¬ 
trial worker might be impaired rather than improved at least 

for sometime. In so far as the indebtedness of the industTial; 

.. 1 . ^ ^ 

worker is due to social causes^ the fundamental remedy should 
be rather than legal arid for, that purpose the spi^ of.* 
education is an imperative necessity. 
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H l&^.Jadia<tl|e 0B$Qm^n of employers in a particular^ 
industry for the,advanc^ent of common interest came into 
existence much earlier than the associatfon of labourers Ibr 
promoting common, labour interest. It was only during the 
early post-war years when the grave economic difficulties of 
labour, following the, phenomenal rising prices and the general 
political tension, together with the world-wide uprising of" 
labour consciousness, instilled into the minds of • the labourers' 

l * V 

the necessity for combination for advancing their own interest. 
The main difficulty during this period centred on the question 
of recognising the labour leader drawn from outside the ranks of 
labour. Employers as a rule, were ready to treat with Unions 
led by their own workmen but refused to recognise any out¬ 
sider. 

> 

In 1920, however, the Government of India accepted the 
principle of the right to employ outsiders. 


In 1920 the All-India trade Union Congress was established 
as a mark of recognition of the Common interest of labour 
throughout the country. The Congress has served until 1929 
as a meeting place for all types of trade union activities in 
India and as a link between Trade Unionism in India and in 
Europe. 

In 1926 the Trade Union’s Act was passed which conferred 
certain privileges as well as obligations on registered Trade- 
Unions. The Act gave an enhanced status to trade unions 
particularly In the eyes of the employers and the general public. 

While the official recognition of Trade Unionism ww 
calculated to keep the Indian labour movement oh the path of 
orthodoxy, a disintegrating forcelappeated on the scene with* 
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the infiltration of Communist ideas-tnto world of labour. 
The main inspiration came from Moscow» the Soviet Head¬ 
quarters and in the AlMndia Trade Union Congress of 1928 
Communism met with a signal triumph. In 1929 serious 
differences arose on the question of affiliation to the P an- 
Pacific Trade Union Congress (which was a communist orga¬ 
nisation) and of the severance of the connexion with the Inter¬ 
national Labour Organisation at Geneva. These differences 
culminated in a split, and the more orthodox sections seceded 
from the Congress and founded the All-India Trades Union 
Federation. Since then, the Indian labour movement has been 
marked by disunion and disintegration. 

The right of labour to organize for revolutionary purposes 
was tried in the famous Meerut Conspiracy case and the 
decision of the special tribunal was tantamount to a denial of 
such right. 

With this brief historical introduction, we now pass on to 
a discussion of some of the specific problems of Trade Unions. 

DifBcultiea of Trade Unioiutm in India. 

The difficulties of trade unionism in India are partly inter¬ 
nal and partly external. 

As regards internal difficulties, we might mention the 
following facts : 

(1) The migratory chBXBCt&t of Indian Labour. Healthy 
Trade Unionism requires the existence of a stable industrial 
population which Is largely absent in India. 

(2) The general lack of education among the kbourexs. 
Active partidpation in trade union activity retires some 
amount of literacy and'a comparatively outlook, both 
of which are largely absent in the world of Indian labour. 

(3) The /^w^of dieivarage vh^ker is another serious 
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Shandicap. Trade.Utuons m India are serioualy handicapped 

* 

by paucity of funds in asmudh as most labourers cannot even 
afford to pay the smidl subscription which membership entails. 

(4) The Aetcro^neous nature the labour-force in most of 
the industrial centres presents another serious difficulty; 
Differences of race and language and absence of a common 
Unguorfranca serve to divide the ranks of labour. 

(3) The active oppotition of the jobbers to anything 
resembling a horizontal organisation of workers presents a 
further difficulty. 

(6) The absence of a democratic spirit among the industrial 
workers is a fundamental defect inasmuch as healthy trade- 
nmionism can flourish only when the labourers are imbued with 
genuine democratic sentiments. 

(7) The exotic ori^n of trade unionism makes it all the 
more difficult for the illiterate workers to appreciate the nature 
and obligations of trade-union membership. 

(8) Last, but not the least, we might mention the fact 
'that trade-unions in India have not yet been able to secure 
leaders from among the ranks of labourers. The typical 

‘trade union leader is generally a middle class lawyer who 

|| 

devotes all his energies to the furtherance of labour interest 
either in a philanthropic spirit or for political purposes. 
These men no doubt render yeoman's service to society, but it 
must be confessed that they should have no place in an ideal 
labour union. They have selt^ a complete knowledge of the 
technical details of industry and as such they can hardly hope 
to meet the employer pn equal terms , in any negotiations. 
‘Secondly, their tuning makes them unable to. anderst^ 
the real difficulties and grievances of ^ labourers. Thirdly,^ they 
-sometimes attempt too much and tiu^y they diminisb their 
pwn effectively i^u^y^ that the, work is gyely 
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tfends to weaken its intensity aftd sometimes' diminishes their 

sense of responsibility,. 

(B) As regards ^^xtcmal difficulties, the main difficulties 
come-both;from the Gpverjnmentimd the erapl<^yers. Of cputse, 
since the^pJ^ssiog of the Trade, Union Act of ,t92^» the.Qovern- 
ment and tiie employers have /ormaUy recpgnised. Registered 
Trade Unions, but even no,w most Trade. Union activities are 
Ipoked. upon with, suspicion by the. Government .and the 
capitalists who seem to scent, communism everywhere., ; This 
attitude, however, is highly deplorable and even short sighted 
from . their own point of, view. Particular employers, in 
particular places might reap some advantage from the repres¬ 
sion of labourers. But they should realise that ‘‘whilst the 
advantages to be gained from repression, are temporary and 
precarious, those that accrue from a healthy organization are 
lasting.” The policy of repression thus is more likely.to give 
Trade Unionism a revolutionary turn which can be averted only 
by a policy of active and sympathetic guidance. 

TRADE UNION ACT OF 1926. 

Main Provisions. 

- • (1) f The Act gives a legal recognition to Trade Unions 
and is mainly based on the recommendations of the Royal 
Commission on Trade Disputes and Trade Combinations that 
sat in England in 19D5. Yet this Act differs from British 
and Dominion legislations’on the subject mainly in the fact 
that the application of its provisions is restricted to 'those 
unions which mre registered under 

(2) Under this Act,,, Trade Unions may or may n'6t be 
registered, though registered trade unions have some privileges: 
sis well as obligations. , ^ ^ ; 
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(3) As ohlig^ions, tegbtered-trmi& imknis iiiiise 
bsve amn^ f4ctiup th« 4 ;ol:y^c|s for, which they axe 

Tht(y jwt fwlstv audlted.acGoimtg'pyexy ^^eat,, 
and at least one^half of the ogt^mbers of the Executive must he 

acljual.wotj^.,,. ■'.. -- 

, ( 4 ) ^regards privileges, it has been provided, 

(a) l^l^t all Xrade^ Umon ofliqials, acting in furtherance of 
legitimate objects of the unipn. shall be granted immunity from 
criminal liability,apd alsq shall npjt.be ipdigted for conspiracy ; 

(b) That no. suit-sh^ll.be maintainable in any Civil Court 
against any officer or member of a registerd union for .any act 
done, in furtherance of the legitimate objects of the union, on 
the ground that such an .pet induces some other persons to break 
some contract of employment;. 

(c.) That no suit shall be maintainable in any Civil Court 
against a registered trade union for any act done by any person 
acting on behalf of the union, provided such acts are not 
authorised by the union j lastly, 

(5) That a. registered Trade Union may collect funds from 
its members on a purely voluntary basis for the promotion of 
any civil or political inferesja of its. members. 

LABOUR LEGISLATION IN INDIA. 

The necessity for labour legislation. 

' ' The necessity for labour legislation has been keenly felt in 

all countries where industrialism has made some progress. The* 

Industrial Revolution in Ertgland took place at a time when 

the doctrine of iaisses-jamM^is the.universally accepted creed 

* ^ 

of the. people. It was then fervently believed that progress oouldlv 
be achieved only bjr a complete. surrender to the process of 
Natural Solution which required complete }ion-interventloi|‘ 
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in the relations between labour and capital on the part of aill 
•external agencies. If Natural Selection meant much hard^ips 
and miseries to the factory workers, they were explained away 
as the necessary price for evolution. 

It was only in the second half of the 19th century that 
it came to be generally recognised, that Nature was not always 
a trusty guide for man and that Natural Selection should be 
countered by an Ethical Selection. This new out>look gave 
rise to the doctrine of State Socialism which has been accepted, 
to a greater or lesser extent, by almost all the civilised nations 
of the world. Now, for the drst time, Labour Legislation 
obtained its theoretical support and nowhere else has it become 
ao advanced in character as in England, the birth-place of 
modern Industrialism, and formerly the greatest champion of 
Laisuirfcdn ideas. 

B^finningi of Labour Legialation in India, 

Though the necessity for a Factory Act was first pointed out 
by two Bombay officials, the first serious efibrt in this direction 
was significantly enough made, on^an insistence from Lancashire. 
The growth of the Bombay Cotton Mill Industry alarmed the 
British Cotton interests and just to cripple the competitive 
•strength of its rival, the Manchester chamber of Commerce 
urged the Secretary of State for India to apply to India the 
British factory Law. Accordingly, a factory Commission Nas 
appointed in Bombay in 1875, and the Factory Act of 1881 was 
passed. 

The Act of 1881 applied only to children working in 
‘factories which employedi nht leai^^than a hundr^ ^reons and 
which used power. The age ctfT years was pre^bed as 
minimum age for working children. A child (whose ^ mhst 
lie between 7 and 12 years) could' wodc for a mgxlfntnn oif9 
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houis a day with an hour's daily lest and with four hoUdaya' 
in the month. 

f . ’*^1 

The Act of 1881, tbongh it was a triumph foi conservative 
opinion, aroused much political opposition in India on account 
of the peculiar nature of its origin. A strong feeling grew up in 
India that the Government was being influenced by '^ignorant: 
English philanthropists and grasping English manufacturers,'^. 
that in drafting the legislation the hand was the hand of 
Manchester, 

The Act, however, did not satisfy Lancashire and largely 
thanks to its agitation, a second Factory Act was passed in 1891.. 
It applied to ail power-using factories employing not less than 
fifty persons. A working child for purposes of factory employment 
was defined to be between the years of nine and fourteen. Maxi¬ 
mum hours of work for children were defined to be seven per 
day and the working time both for women and children was> 
limited to the hours between 5 a. m. and 8 p. m. Maadmom* 
hours of work for women were defined to be 11 hours per day. 
Some provisions for resting intervals were made both for meib 
and women. 

The factory Act of 1811. ' , 

The rapid development of the Cotton Milt Industry of 
Bombay and the Jute Mill Industry of Bengal led to great 
exploitation of labour Accordingly, a more comprehensive Fac¬ 
tory Act was passed in 1911 which applied to certain seasonal 
factories as well. Owing to the great abuse of child labour,. 
, the producing of an age certificate im made compuliory for 
the enjoyment of all children. Maximum hours of w<tfk wero 
prescribed as six for chjjd^ lnd twelve for adult tmdea ki all 
, textile factories. work for women was prohibited except 
in die case of cotton ginning and preying factories, .^oyisiepf. 
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were also made for the better sanitation and better inspeetion 
of factories. 

Factories Act of l9Si2. ... 

The next .^tep forward was' taken in 1922. It was made 
inevitable by various and complex fofces; stich as the' growing 
industrialization of the country, the Post-waf growth of labour 
consciousness, the abuse permitted under certain exemptions in 
the old legislation (e. g. the night work for women in cotton 
ginning and pressing factories), as well as the assumption by 
India of certain international obligations due to her member¬ 
ship of the International Labour Organization. The Act applied 
to all power-using factories employing not less than 20 persons 
while option was given to the provincial Governments to 
extend its application to factories, whether power-using or not, 
employing not less than ten persons. The children’s age of 
employment was prescribed to be between 12 and 15 years. 
Hours of work for adults were limited to sixty in the week and 
11 per day, a week consisting of six days. Provisions were 
also made for compulsory rest intervals, for the appointment of 
qualified whole-time inspectors, for better sanitation and for 
more effective safety measures. 

The Act of 1922 underwent two amendments in 1923 and 
1926. Th6 first amendment removed a minor defect as regards 
weekly holidays. The second amendment related to certain 
administrative difficulties as regards the provisions fbi: rest 
intervals. Provisions were also made for prohibiting* the 
cleansing of machinery in motion, for better tl^porfiiig of, 
accidents, for preventing guardians from employing children 
in two or more factories on-the same day, and ibr'incltK^hg 
electrical generating stations and'- ^ater«woiiis within ttte sebpe 
of foctcnry -law. In 1933 the Children (Pledging of Labour) Act 
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piteed Whtiib '^oRdeit e^briihih^ iBbitce ik guardians to 
pledge child labour in exchange for advance money. 


«The( FacUries Aet of 


passed in order to finplemeitt 
s6me of the recommendations of the Labour Commission 
Report. Its ouhaniing provision related to hours of work for 
adults, the maximum prescribed being fifty-four hours in the 
week and ten hours per day in the case of perennial factories. 
The hours for children were laid down as five per day. 

(2) The Act also recognised a third group of workers 
(persons over fifteen and under seventeen years) who were to be 
regarded as children unless declared medically fit for adult 
employment. 


(3) The Act recognised the principle of ^spfead*wef' and 
limited the number of consecutive hours to thirteen for adults 
and to seven and a half for children. 


(4) The Act also provided for better welfare arrangement 
in factories, such as resting shelters, cooling arrangements, first 
aid appliances, creches for the children of female workers. 

(5) The Act also prescribed both the eittent of and pay¬ 
ment for over-time work. 


The Payment of wages Act of 1936. 

This Act, based on the British Tiuck legislations, is calcula¬ 
ted to giye effect to some other recommendations of the Indian 
Labour Commission which were not embodied in the Act of 
1934. The Act mainly lays down the principles for fine!(s and 
deductions from wages and is meant to apply in the first instance 
to factories and railways, though local •Governments 
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empowered to extend its scope of appUcsiion. ‘ Its !Qai» 
provisions are as follows: 

(t) Wages include bonus and compensation paid" {for 
dismissal but not gratuities or employer’s contributions to 
provident funds, ^ 

(2) No wage period shall exceed a month. Wages are to 
be paid before the expiry of the seventh day after the wages^ 
are due. 

(3) Deductions from wages are permitted only in. respect 
of fines, absence from duty, damage to or loss of goods expressly 
entrusted to workers. 

(a) No fines are to be imposed on children below the age- 
of 15 years. 

(b) No fines may be imposed except in respect of such 
acts or omissions as have been previously exhibited in notices- 
approved by the local Government. 

(c) The total amount of fines that might be imposed oik 
any particular person during any wage-period shall not exceed 
half an anna in the rupee of wages for that wage-period. 

(d) No fines can be recovered after the lapse of sixty 
days. 

(e) The proceeds of all fines are to be spent on beneficent 
works for labourers. 

(4) Deductions for absence from duty shall not bear st 
larger proportion than the period of absence bears to the period 
of duty. 

(5) Re^very of an advance made before employment, for 
reasons other than travelling expenses, shall be made from the 
first payment of wages in respect of a complete wage 
period. 

(6) Inspectors of factories shall be responsible for the 
adminis^ation of this Act. 



Tbe fir&t Mines Act was 'paaseSl in 19D1 whidh ^oViAld for 
ti)o ap^ntment of iilspectois,^ WItb the development^ of the 
••mitiiiigv industry* the' inadequacy of the Act was reaKsed and 
.uocorditigly in 1923 « now'Act was passed. It prescribed sixty 
hduKs per»week as the tnojximuin forworic above^ound and 
fifty-four hours per week for under-ground workers, a week con¬ 
sisting of not more than six days. Under-ground work was 
prohibited in the case of all persons below thirteen years of age. 
Nothing was done to prohibit the work of women under-ground*. 
as women workera formed 45% of the total number of under¬ 
ground workers. In 1^29 the Government of India made its 
first effort to implement the recommendations of the Washinton 
conference in, regard to the employment of women. Regula¬ 
tions were passed to exclude all women workers from under- 
aground mines except in certain exempted mines, namely, the 
opejl mines in Bengal, Bihar, Orissa and C.P., and the salt 
mines of the Punjab. In the latter mines, the Government 


promised to apply the prohibition with effect from July, 1939. 

The Government's hesitation in this respect is due to the 
O^^tion of the mine-owners. From the latter’s stand-point, 
female labour is very convenient on account of its r^ative 
Chinese and docility. Moreover, the working unit in t^e 
mining areas is the family. The exclusion of female labour, 
uierel^e, unless it is accompanied by a substantial increase in 
the wuges of adult males, might result in labour shortage which 
would precipitate a fresh crisis in the mining industry. On the 
'qj^hahdy from the social standpoint, it is impen^ve that 
ihoutd sol be allowed to work under-ground With fhides. 
thh Act of 1933 did not regulate the hours of "work ^in 
the areas, an Amendfient Acttwas in 1928 whl)^ 
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permitted a doublendiift systetti m tlipt ^ 98 t of wotkei# coidd 
work for twelve hours at the maximum. 

The last Amendment Act was passed in 1935 which prescribed 
a 54*bour limit per week at the rate of not more than* 10 hours 
per day in the case of surface' workers and not more than 
9 hours per day in the case of under-ground workers. Provision 
was also made for rest intervals in both the cases. 

Besides the above Mining Acts, there have been established 
Mines Boards of Health which look after the health of the mine- 
workers and which have been authorised to compel mine- 
owners to provide housing and sanitary facilities for their labour 
force. 

Labour Legislation for Railways. 

We have already seen that railways workshops have been 
included within the definition of factory for purposes of factory 
legislation. The other classes of railway workers were left 
unprotected, though the Government of India ratified both the 
Washington and Geneva conventions in their application to 
Indian Railways. 

With the passing of the Indian Railway (Amendment) Act 
■of 1930, a step forward was taken for the fulfilment of the 
Government’s international obligations. The Act provided that 
a railway servant must not work for more than 60 hours a week 
on the average in any month though the maximum for seasonal 
or temporary workers is 84 hours per week. The week in both 
the'eases is to consist of not more than 6 days. Temporary 
exemptions, however, are provided for in cases of emergency 
and exceptional pressure of work. Supervisors might be appoin¬ 
ted by the Government ^ observing the actual execution of the 
pTQvisioDS of the Act 
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The idea of eompenutlon for accidents occurring in the 
course of the workers* regular employment and as a result of 
'the risky nature of the employment is of comparatii/ely recent 
groijMrth in India, though in the west it received legal recogni* 
tion fairly long ago. Of course, in India a Fatal Accident’s Act 
was passed as early as 1885 under which an employer could 
be sued in the case of a fatal accident occurring in the 
course of work but this Act has been practically a dead 
■letter^ 

It was in 1923 that the first comprehensive compensation 
Act was passed in India. 

It applied to all factory workers, mine workers, transport- 
workers, dock labourers, telegraph and telephone linesmen, 
under-ground sewage workers and certain classes in the build¬ 
ing trade. 

There are two scales of compensation, one for death and the 
other for fatal permanent disablement. As regards death, the 
'dependents of adults defined as persons above 15 were entitled 
to a compensation equivalent to the worker’s 30 months’ wages 
subject to a maximum of Rs. 2500/-, while as regards a minor 
'Only Rs. 200/- Iiad to be paid. 

In the case of permanent disablement, the adult worker 
'COttld claim 42 months' wages and a minor 84 months’ wages 
'Subject to a maximum of Rs. 2500/-. No compensation was to be 
paid for the first 10 days of disablement. Special commissioners 
ware appointed for the administration of the Act The Act, 

^ * K * 

however, did not confer the intended relief on account of the 
lieaeyal ignorance and the migratory habits of the industrial 
labourers and also on account of the expensive litigation 
i^ch is sometimes involved in pushing the employee’s 
•claim. 
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SUBSCQIABNT AMfiNMfCIfr^ACnS. 

Acttof 1929and4931. 

The! Compensation Act has been ammded 
1933. The iitst Amendtnent extended the scope of its opeocation 
by including workers engaged in winning natural petroklWQ or 
natural gas or in occupations involving blasting operations 
and provided for the protection and investment of lunjp smns 
payable to a woman or persons under legal disability. 

The Amendment Act of 1931 brought within the scope-of 
Act workers engaged in the construction of aerial rope-ways. 

Lastly, the Amendment Act of 1933 greatly extended the 
scope of the Act by including workers both in organized and 
unorganized industries. For example, drivers of private motor 
cars, divers, keepers of wild animals, plantation workers and 
even out-door workers in the Indian Posts and Tel^raph 
Departments and certain other classes of workers have been in¬ 
cluded within the scope of the Act. 

The scales of compensation have also been largely increased, 
the minimum by over 100 p.c. and the maximum by 60 p.c. 
Thus for adults the maximum amounts of compensation for 
death and permanent disablement have been raised from 
Rs. 2500/- and Rs. 3500/- to Rs. 4000/- and Rs. 5000/- respec¬ 
tively. 

For minors the amount is the same in the case of death but 
for permanent disablement the arhount has been reduced^ to 
’ Rs. 1200/- only. ^ ^ 

It is difficult to discover any reason or justice in the last 
provision of the new amendment ^ 

^ jPtovisions have alschbeen made to ensure better adminutra- 
tion of the Act. 
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Tlittci^ of the Ifiduttrial 0iiputet. 

' j 

B^one the Geeet war, a strike was a other rare phenpjne* 
npn in'hidia* In the absence of leaders^p and organization, 
.the industrial worl^r found it best to return to his village 
wh^ver conditions became intolerable. The Post-war years, 
however, brought abput a complete, sea-ch^ge. Prices had 
risen, but wages lagged behind. On the other hand, labour had 
become comparatively organised, and above all, had realised 
the potentialities of concerted mass action. No wonder, then, 
that industrial strikes should become almost the order^ of 
the day« 

Towardsethe close of 1922, the Post-war boom was definitely 
over mid from 1923 to 1927 prices remained comparatively 
stable. It is significant that during this period there were 
very Uttle signs of labour unrest. Since 1928 prices showed 
a downward trend, and the effort on the part of employers 
tp cut down wages or to retrench their staffs, or to rationalise 
their industry at the expense of labour, was greeted with a 
'Spate of strikes notably in the Cotton Mill Industry of Bombay, 
the^ Xata works at Jamshedpur and some of the Indian 
Railways. Recently, there were two big strikes, one in the 
B. N* Railway and the other in the Jute Mill Industry of 
Bengal. 

Cajuiwt of ditputoa. 

Accordinig to o^cial statistics, a large majorUy of the 
strikes is related to the question of pay or bonus. In other 
-qgseSi it is generally due to the question of personnel when the 
deinsod oC the workerstis for the re-installment or dismissal of, 
indwidufds- / » , , 
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Causes, uq^ofttiected with the industry, plaf i npjth 40at|e^ 
part in strikes than is generally supposed* Pofiticai agitators^ 
communist leaders and occasionally unscrupulous men intetes- 
ted, in the effect of the strike upon commodities' and share 
markets, have no doubt sometimes played an active part in 
the organisation of strikes. But as the Labour Commission 
has observed, “Although workers may have been influenced by" 
persons with nationalist, communist or commercial ends to 
serve, we believe that there has rarely beefn a strike of atty 
importance which has not been due, entirely or largely, to 
economic causes. 

Industrial strikes, of greater or lesser intensity, are an usual 
feature of modern capitalism everywhere and the right to* 
strike is a fundamental right of labour recognised in every 
democratic country. Nevertheless, one can not assume a 
complacent attitude towards the frequent occurrence of 
prolonged strikes in as much as they involve grfeat losses to 
the labourers, employees and the community at Ikrge. Every ■ 
civilised country should provide itself with machinery both 
for pevenfing the occurrence of a strike, and where prevention 
is not possible, for settling the dispute as rapidly as possible. 
In India, so far, practically nothing has been done for preven¬ 
tion, though it is a platitude that prevention is better than 
cure. As tlic Labour Commission has observed, an important • 
factor at work in. creating industrial unrest in India is Che- 
lack of contact which too often exists between employees and 
employers. In India, it is almost universally true tikfthe' 
management and supervision of industry is in the batids m Men 
not only of a different class but also of a diflM^dht 
those of the workers. Thirdly, there is iht lmgmge 
which acts as a further bar to mutual ut^erstandMf htto 
labour and Capital. Li^tly, the Managing 'Agency 





m 

wSditional impediment, ae thd taboitrem can wtet 
deal diiectl]^ with thmr employers who control many horineiiet 
as at the same time and generally in different placeSi 

Saggeated MeChoda for preventing diapotea. 

The Labour Commission strongly emphasises the need fof 
establishing closer contact between employers and employees, 
as that alone can create an atmosphere unfavourable to disputes. 
The Commission refers to three possible methods ; 

(1) Development of healthy trade unions with access to 
those responsible for the management of an industry ; 

(2) Appointment of labour officers whose functions will 
be to look to the comforts of the workers in every way and 
to act as an intermediary between employees and employed ; 
and 

(3) Formation of work Committees on the lines of the 
Whitley Committees in England. 

These Committees should serve as a common platform 
where representatives of the labourers and of their masters 
should meet on equal terms for the mutual exchange of ideas. 
The main ob3tacles to the setting up of such^ Committees are 
the reluctance of employers to treat the labourers’ repre¬ 
sentatives on an equal footing, <tnd secondly, the fears of the 
Trade Unions that their importance and strength might be 
under-mined by such close co-operation with employeea. 
Both these prejudices must be overcome. 

Eaebting Methods for settling disputes* 

Such then are die principal methods for the pre^ntion of 
industrial disputes. We now proceed < to discuss the existing 
mschinery for the settlement of industrial disputes. 

The welMjaipwn miethods of settling indnitrial disputes are* 
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tfaiose of imdmH6n', c$iiciiiati»n4 and'* aMkmihii*' fin Ifldiaj 
xnadiation had seldom been* resotted to, though 'the oth» hm 
machineries have'been in existence for sometime.' In Ahtnedar 
bad, there has been a permanent arb itration board ever since 
1920 consisting of one nominee each of the two Atoociatidns 
**^ne representing labour and*the other representing the 
employers. As Mahatma Gandhi has always been the labour 
representative, thanks to his dynamic personality, the 
Ahmedabad Board has been signally successful in its missimu 
Hence we have no reason to believe that similar experiments 
will meet with the same amount of success elsewhere. Besides, 
Ahmedabad is almost unique among the industrial centres, , 
of India in that the employees and the larger proportion of 
of the workers are .more or less akin both in religion and 
tongue. 

The Trade Ditputes Act of 1929.. 

(1) The Act, though principally based on the British 
Industrial Courts Act, differs from its model in that it does not. 
provide for any standing Industrial Court. 

(2) It provides for the setting up iAiCourtt of Sttfmty Or 
Boards af CounHation to which an industrial dispute might 
he referred. The Court of Inquiry is to consist either of. an 
independent person or of an independent cbaurman and sudi 
other independent p^ons as might be appointed A Board of 
conciliation consists of an ind^ndeist person or of an inde^ 
pendent chairman and of other members who may be either^ 
independent or may represent parties to the dispute. It is 
the doty ^ of both to endeavour to investigate the dl^te 
frimatily with a view to its settiemeiit'and sofotdiy witho 
viewtoenligbtemngjtbepttbBctegardii^iti’mmsts^^ ' ^ ' 

(3) . The ActAalsoitkciIaaeoaie’iiSf^ 







as'aljo afl which (d) h*ave any (Ibjefct* other'thlni the ^ 

furtherahce'of the dispute in' the tride or industry, concerned,' 
or (b)' a!^ designed or calculated' to indict severe, general atid^ 
prolonged hardship upon the community. Any funds raised or^ 
used for such strikes are also illegal. 


llterili'mndrleinoiriU of the Act. 

(a) A commendable feature of the Act is the absence of '. 
€ompAlsion both iri the matter of the reference of disputes to 
arbitration and in the enforcement of the awards Of the 
tribunals. As the Labour Commission has pointed out, if 
there were compulsory reference of every dispute, the effect 
•on industry would be disastrous, as it would discourage 
all internal efforts for the preservation of industrial peace. 
Similarly, compulsory arbitration might deprive labourers of 
the only means by which they could secure justice in a capi¬ 
talist: regimeb Moreover, it is impossible to co-erce large 
number of men into accepting terms on which they are un¬ 
willing to work. 

(2) The Labour Commission has criticised the Act as it 
provides for tribunals instead of the permanent Courts 
which have been established in England. A permanent tribunal 
lias die dual ^advantages of eliminating the delay inevitable 
in setting up ad : tribunals and of bringing into existence 

iBeii<QXpetttKed in handling industrial disputes. But there 
‘the • possible dfs^vantage, namely, the members of thle 
'Tnbui^ may not enjoy the confidence of the parties to diffe-v. 

the most serious defect of the Act is its virtual 
'strikes in public utility services ase illegal. 

to an tfttack oit'tile funda^ 

: No doubt, labourers in^. 





the social security services^ such as the supply of water* 
sanitation* light etc. have a special responsibility. But'sudden 
strikes in these occupations have already been made a criminal 
offence under the Indian Penal Code. Strikes in public utility 
services should have been differently treated. Morever* the 
weakest point is that while the Act restricts the powers of 
workers to co-erce their employees* it gives in return no 
assurance that their grievances will rcct ive a hearing, though 
lock outs have also been declared illegal as a partial protection 
f f workers. 


INDUSTRIAL WELFARE. 

Meaning of the term. 

Welfare work refers to “all efforts which have for their 
object the improvement of the health, safety and general well¬ 
being and the industrial efficiency of the worker.” It is inspired 
at once by humanitarian and selfish motives. In so far as 
welfare work serves to make the lives of the workers more 
worth-living, it can be regarded as humanistic. On the other 
hand, in os much as welfare work tends to make labour more 
efficient and more contented, it can be regarded as selfish from 
the wider point of view. 

Welfare work has been classified under two heads : 

(a) intra-mural, and (h) extra-mural. The first re;lates> 
to activities inside the factory, the second relates to activkiies 

04(side the factory. 

The part played by different agencies. 

There are principally agencies for welfare work. The , 
employers! the state, humanitarian social service institutions and 
the eipployees. 
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(1) As r^rds the mpiayees, different employees fafti^ 
inteipieted their duty in this respect in widely different weys»^ 
There are some factories which would compare favourably in j 
lay-out, cleanliness, and general well-being with any faetoriea 
in the world; there are others in which the welfare of the 
workers is almost entirely neglected. Fortunately for the 
majority of the operatives, the larger factories are, on the 
whole, better than the smaller ones. It is the want of know¬ 
ledge rather than unwillingness which prevents some factory 
owners from introducing further improvements. 

(2) The state, on its part, has passed some healthy legis¬ 
lations which we have already noticed, though India is still 
far behind some of the highly civilised countries of the world. ] 
For instance, we do not possess in India a Minimum Wages 
Acty an Unemploymenf Insurance Ac^, a Sickness Insurance Act, 
Maternity Benefit Act, a Labour Mousing Act, a Compulsory 
Free Primary Education Act and so on and so forth. Existing 
State regulations as regards hours of work arc also regarded as 
unsatisfactory. Indian public men and labour leaders are un¬ 
animous in their demand that India should adopt a 48-hour 
week in view of the exhausting nature of industrial work in a 
tropical climate like ours. Thus the state has yet to embark 
upon a bolder and more enterprising labour policy, in order ■ 
to fulhl its part in industrial welfare. 

As regards social service institutions, much good work Im 
been done by the Y. M. C. A., the Bombay Social Service 
League, the Servants of India Society, the Maternity and Infant 
urelfare Association, the Depressed classes Mission Society and 
acverai missionary Societies. 

Lastly, as regards employees, they have practically doiw 
little to help themselves, though they can do much by means 
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Items of WoUfire work. 

The main items of welfare work comprise the following .* 

(a) Education. 

(b) Medical aid 

(c) Maternity benefits. 

(d) Recreation. 

(e) Housing. 

{f) Co-operative Consumers' societies. 

(g) Tea-shops and Canteens. 

(h) Creches for children. 

(i) Provision of dining sheds^ resting shelters, a(^<)uate 
water supply both for drinking and washing purposes. 

(i) As regards education^ we have already seen that practi¬ 

cally nothing has been done to introduce compulsory primary 
education among the factory operatives and their children. 
The illiteracy of workers is a great^ handicap both from the 
point of view of their efficiency as well as of their proper 
organisation. Education for labourers should be at once gene¬ 
ral and technical. General education is necessary for develop¬ 
ing a healthy outlook free from the prejudices and superstitions, 
the narrowness and fanaticism which too often fill the minds of 
rural labourers who migrate to the factories and mines. Edu¬ 
cation will also inspire a craving for a higher standard of living 
which is essential to the success of any scheme of labour uplift. 
Above all, education will enable the worker to fke 

importance of his position in the industrial organizs^^iSi and 
this will give him greater bargaining strength. Technical 
education will directly improve the efficiency of the labourer. 

(ii) As regards medUal aid^ medical facilities for males 
^have been provided in most of the major factories, though the 
supply of lady doctors for female operatives is stiU almost im- 
•existent. 

(iii) As regards maternity benefits^ certain enlightened 
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troployoeif} io the factories, mines and plnatacions have provided 
visions eoncessions for their female workers in periods of;Ghild* 
•tbir&, hat there is no uniformity of practice'in this xespeet. 
In 1924 Mr. Joshi introduced a Bill in the Indian Legislative 
Assembly which provided for the grant of leave six weeks 
before and after confinement and of maternity allowances by 
Local Governments from a maternity benefit fund'subscribed to 
by employers. The Bill, however, was rejected on the ground 
of being too advanced. 

In 1929 Bomtugiy passed the Bombay Maternity Act which, 
as amended in 1934, prohibits the employment of women for 
four weeks following each child-birth. A woman can also 
claim concessions for four weeks both before and after confine¬ 
ment, provided she had been working in a particular factory 
for npt less than nine months. The Act at present applies 
only to certain specihed ckies in the Bombay Presidency. 

(iv) As regards recreation^ provisions for out-door games, 
cinemas, magic lanterns, dramatic performances etc. are likely 
to enhance the attractiveness of factory life. These have been 
dpne only by a few enlightened employers and some of the 
• Social,, Service Institutions. 

The Problenw of Housing and Co-operative societies have 
already been discussed elsewhere. 

As regards tea-shops and canteens, a larger supply of theese 
facilities will do much to cure the drunkenness of labourers. 

Lastlyt as regards provision of creches^ dining sheds etc. a 
-a great deal of lee-way has yet to be made up in these 
directions. 



v'In tiie foregoing pages we .have briefly outlined some of the 
out^ndiog problems in^ji^trial labour in India ^d haye« 
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referred to the vMriOtis meeimies % the state laid some of the 
employeis for the betterment of the worker^s condi^ons of 
existence. The impression that our survey conveys to oar 
mind is that India is still lagging far behind England and 
other advanced countries in her constructive and humanitarian 
works for the welfare of labourers, and that there is much 
greater exploitation of labour in Indian Capitalism than in the 
Capitalism of the West. 

The fundamental reasons for such backwardness are to be 
traced first in the peculiar circumstances of India and secondly 
in the nature of Capitalism itself. 

As long as business is guided by the motive of profit rather 
than that of service, the state in which middleclass interests 
predominate must necessarily look at all proposals for the 
amelioration of labour primarily from the employer’a stand¬ 
point. The state in India is not only a middleclass state, 
but also one entrusted with the task of safeguarding foreign 
vested interests. On the other hand, Indian labour, thanks to 

i 

its illiteracy, its migratory nature and lower physical stamina, 
has not been proved to be as efficient as its western counter¬ 
part. 

Both these reasons account for the relative backwardness 
which we have just referred to. 

Whatever be the explanation from the strictly business point 
of view, it will not be just or wise to neglect the human side 
oKthe problem. Man is not only the most important agent of 
production, but also the final goal of all production. A correct 
system of national economy, therefore, must be judg^ by a 
human valuation, ut* valuation in terms of maximum htunsn 
welfare rather than in terms of maximum wealth, 
standpoint, we can not excuse any form of labour exploitation 
wUch may be carried on in tb^ nanie of economy. 
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Vet, Ijie iKkEl4«Mh4ltn 4ibbiir Teve&hr ^octi laoiel^k^oi- 
tationl^^ welAffe iffrangemetits. So for the stats hm40(i 
-something to renfiove some of the glaring ahiliiies in organised 
indasttks. If we, however, think of labour as a whole, nkelao 
ding the various small unorganised industries and, above all, 
the vast population of landless agricultural workers, we can not 
help feeling that the state after all has only been tinkering with 
a vast and complicated issue. 

Vet, a bold and sincere effort in this direction is long over> 
due. The dumb millions of India may not lie for all time in 
sublime and pathetic contentment, and the prophetic ear may 
catch the rattle of the distant tumbrils. The spirit of revolt 
is already in the air, and the Leviathan reveals unmistakable 
signs of restlessness. 

Lastly^ Indian politics is also gradually veering towards 
the Left. Pandit Nehru’s vigorous championship of the 
cause of the weak, the oppressed, the exploited and the down¬ 
trodden along with Mahatma Gandhi’s known preference for 
the rural woiker and the untouchables, not to speak of incessant 
Communist propaganda which is carried on behind the scenes 
on the country-side and within the factories and even in the 
dark, sub'terranean chambers of the mines,—^11 these have 
inspired a new hope and a new faith in the minds of India’s 
disinherited millions. 

It is time and more than time that Indian Capitalism, as 
represented by the state and the employers, should recognise 
its vast social responsibilities and dedicate itself without any 
imer reservations to the cause of service, instead of following 
the blind alley of private profits. Let labour, instead of being 
a minor interest in the constitution to be represented by a few 
^middleclaas labour leaders, be recognised as the dominant 
parlaier in the economic and political adventure. That requires 
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a completecharige Qf heart.-! Time t^lone, .wiHo>ahQw 5v>iether 
«auch a tiransformation can be efidcted^ without* anyr iiargie^le 
social •up'heaval.i is clear, howev^, .that there; can be .no 
,hnal solution of the labour problem in India< in*the. absence of 
some such drastic transformation. 
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CHAPTER XVI 

THE NATIONAL DIVIDEND OF INDIA 

The National Dividend of a country refers to its aggre> 
gate annual income. Marshall dorined it in the following 
terms : "The Labour and Capital of the Country, acting 
on its natural resources, produce atmually a certain net 
aggregate of Commodities, material and immaterial, 
including scmces of all kinds. The limiting word "net** 
is needed to provide for the using up of raw and half- 
hnished commodities and for the wearing out and depre* 
ciation of plant which is involved in production : all suck 
waste must of course be deducted Irorn the gross produce 
before the true or net income can be found. And net 
income due on account of foreign investments must be 
added in. This is the true net annual income^ or revenue, 
of the country ; or the national dividend.” 

As the National Dividend is the sole source of payment 
to all the factors of iwoduction, obviously the size of the 
cake determines the absolute limit of the individual 
share of the total income. Hence the importance of 
measuring changes in the size of the National Dividend 
of a particular country. The measurement must necess¬ 
arily be in terms of money. But here we must be careful 
enough to eliminate all changes brought about .by pure 
monetary factors. Subject to this all-important qualifica¬ 
tion, it is the money-value of the National Income or 
Dividend which is relevant to our present study. 

In India, thanks to the comparatively recent origin of 
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the Science of Economics, no attempt seems to have been 
made for measuring our National Dividend in pre-British 
days. It is only from the second half of the 19th century 
that various attempts have been made from time to time 
to assess our National Dividend, and it must be confessed 
that so far we have been able to achieve only a very 
limited amount of success in this respect. 

The problem of measuring the National Dividend of 
India has been one of the most baffling issues which faced 
Indian public men and the Government of India from 
time to time. Various estimates since the day of Dada- 
bhai Naoraji till to-day have been made of the annual 
income per capita of India, but none of them can be 
regarded as satisfactory, partly on account of the inade¬ 
quacy and unreliability of the data, and partly because 
different writers approached the problem with some 
amount of bias and i>reiudice. We shall now briefly 
summarise the principal arguments and conclusions of 
different writers on this problem. 

(1) The pioneer work of Dadabhai Naoraji.— 
According to DadabJmi Naoraji the per capita income for 
British India in the years 1867—70 came to Rs. 20/- per 
annum. His method was to include the value of agricul¬ 
tural produce after deducting 6 i)er cent, for seed, the 
value of salt, opium, coal, manufactured goods, fish, milk, 
meat, etc., as well as profits of commerce and a definite 
sum on miscellaneous accounts. The valuation of the 
different items was not arrived at by means of any definite 
accurate statistical method but by a sort of intelligent 
guess-work and sometimes by the representative method 
ts. 0 ., the largest one or two kinds of produce of a pro- 
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vince representing all its produce). Further, Dadabhaiji 
excluded the value of services from his computation on 
the ground that they are ultimately paid for from the 
material produce and as such their inclusion would 
involve double counting. Having thus established his 
proposition Dadabhaiji proceeded to demonstrate that 
India's bare existence has been rendered iwssible by draw¬ 
ing upon the capital wealth of the country and not its 
income, inasmuchas nearly Rs. 34/- was the minimum 
requirement for the barest subsistence as revealed by the 
jail dietaries and rations for emigrant coolies. The 
picture becomes still more gloomy when we remember the 
great maldistribution of the total national dividend among 
the different income-groups in British India. 

(2) Digby's estimate.—^The next estimate was that 
of Lord Crommer and Sir David Barbour which fixed the 
the average income per capita at Rs. 27/- in 1882. After 
Barbour came Digby who regarded the Government land- 
revenue as representing varj'ing percentages of the total 
outturn. Both Barbour and Digby included agricultural 
as well as non-agricultural income. According to Digby^s 
calculation the per capita income in 1901 (which was a 
good year) would be Rs. 18-8-11 while in the famine year 
1899—1900 would be as low as Rs. 12-6-0. 

(3) Curzon’s Answer to Digby. —Lord Curzon, how¬ 
ever, tried to combat Digby's conclusions with the help 
of his own calculations based on the figures collected for 
the Famine Commission of 1898, which showed a rise in 
the agricultural income to Rs. 20/- per head in 1900 
compared to Rs. 18/- per head in 1880. He concluded 
that the average income per head in 1900 was Rs. SO/- 
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per head compared to Rs. 27/- in 1880 by making a 
further aBsumption that non-agricultural income during 
tjhat i)eriod liad increased in the same ratio as agricultural 
income. Thus there was a forward movement as regards 
national prosperity though the position was not very 
brilliant or gratifying. Digby, however, refused to accept 
ttie validity of Lord Ourzon^s argument and maintained 
after a fresh calculation that Rs. 17-4>() was the average 
income per head. 

(4) The Estimate of Wadia and Joshi.—Messrs. 
Wadia and Joshi estimated the national income of India 
for the year 1913—14 and concluded the annual income 
per head to bo Rs. 44-5-6. Their calculations included 
the value of tlie agricultural productions (after deducting 
20 per cent, on account of seed, manure, etc.), the gross 
Value of total mineral output (again subject to 20 per cent, 
deductions on depreciation account), and the value of 
various products such as hides and skins, wool and silk, 
the products of fisheries, the produce of the livestock, 
etc. From this gross sum they deducted various sums 
on account of Home Charges^ interests and profits on 
foreign capital and remittances of money from India on 
private account. 

(5) Messrs. Shah ami Khambatia estimated in 1921 
the per capita income to be Rs. 67/- only. Their calcula¬ 
tions followed the same lines as those of Messrs. Wadia 
and Joshi with the difference that they made amends for 
changes in prices as between pre-war and post-war periods. 

(6) The Estimate of Findlay Shirras.— Then came 
lindlay ShirraS whose estimates related to the years 
1921—1922. Shirras contended that the proportion of 
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mon-agricultural income to agricultural income had 
changed considerably on account of the increased indue- 
itrialisation of the country. He thus fixed the proportion 
at 40 i)er cent, though in Shah and Khambntta’s estimate 
it was only 10 per cent., and in that of Wadia and Joshi 
it was only .30 per cent. Shirras also included the value 
-of services. But he did not make any deductions on 
account of seeds, etc., in estimating the agricultural 
income. On this basis Shirras fixed the i)er capita in¬ 
come at Rs. 107 for 1921 and Rs. 116 for 1922. 

(7) The latest estimate is that of Sir Visves-varaya 
who in his Plamied Ecwwmy for India calculated the per 
capita income to be Rs. S2/- per head in a normal year and 
Rs. 55/- per head in a slump year. 

^Causes of divergencies in Estimate. 

The ix)pular opinion that economists like physicians 
seldom agree in their diagnosis finds nowhere else a 
stronger support than in the calculations regarding India’s 
per capita income which we have just outlined. But the 
difference in estimates is not entirely due to .mlfjective 
iactors. 

In the first place the different estimates relate to 
•different dates and it is only natural that the economic 
position of the people will be different in different times. 

Secondlvt the difference in money-incomes revealed 
iby different estimates may not in reality be equally signi¬ 
ficant in a comparative study of the economic position 
of the people in different times on account of changes in 
the index numbers. 

« 

Thirdly^ the difference is due to 4;he application of 
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different methods of computation. For instance, some- 
writers include the value of services, while others exclude- 
it. Again deductions on depreciation account are not 
always made or made in the same degree. 

Fourthly, different writers put different emphasis 
on the relative importance of theidifferent constituents of 
the national dividend. 

Fifthly, the area of computation is'also* not the same 
in all cases, for instance some writers exclude the Native 
states while others include them. 

Lastly, the difference is also due to the fact that the 
later writers had the advantage of much fuller and more 
reliable data compared to their earlier predecessors. 

Nevertheless, all the different estimates agree in one 
respect, namely that they all point to the intense poverty of 
of India. As the Simon Commission has observed, “Even 
if the most optimistic estimates arc accepted the result is 
that the average income of India i)er head in 1922 was* 
equivalent, at the prevailing rate of exchange, to less than. 
1:8, while the corresponding figure for Great Britain wae- 
£95. The contrast remains startling even after allowing 
for the difference between the range of needs to be 
satisfied. 

Difficultie* in defining tlia concept of National Dividend. 

We now proceeded to indicate briefly certain general conside' 
rations which should guide oui measurement of national dividend, 
as it changes from period to period. 

To begin with, economists have not yet been able to give us a. 
piecise and manageable definition of the term No^tona/DiWdmd 
itself. The National Dividend, as measured by Professor Marshall, 
and Professor Pigou« measures the volume of current output or 
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real income, thoujjh as a convenient compromise it is defined as that 
part of the objective income of the Community, including of course, 
income derived from abroad which can be measured in terms of 
money. Secondly^ it depends in some sense on net output i.e.,. 
on the net addition to the resources of the community available 
for consumption or for retention as capital stock, due to the eco- 
nomic activities and sacrifices of the current period after allowing 
for the wastage of the stock of real capital existing at the com¬ 
mencement of the period. But it is a grave objection to this defi¬ 
nition that the community's output of goods and services is a non- 
honiogeneous complex which can not be measured except in certain 
very special cases. 

Thirdly, in order to calculate net output we have to find some 
basis for a quantitative comparison between the new items of equip¬ 
ments produced during the period and the old items which have 
perished by wastage which is an impossible business when due to 
technical changes the two equipments are not identical. As Keynes 
has pointed out, the problem of comparing one real output with- 
another and of calculating net output by setting ofT new items of 
equipment against the wastage of old items presents conundrums 
which permit, one can confidently say, of no solution. Of course, the 
fact that two incommensurable collections of miscellaneous objects- 
can not in themselves provide the material tor a quantitative 
analysis need not prevent us from making approiflmatc statistical 
comparisons, depending on some broad element of judgment,, 
r ather than of strict calculation, which may possess significance and 
validity within certain limits. But the proper place for such things 
should be to satisfy historical or social curiosity, a purpose for 
which perfect precision is neither usual nor necessary. 

We are thus driven to the measuring rod of money, rough and 
im{>erfect as it is, though the method of quantitative analysis 
remains the ideally correct and appropriate method. 

Still another fundamental difficulty arises when we are asked 
to choose between two rival definitions of National Dividend as 
given by Marshall and Fisher. The former regards it as that part o£ 
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the objcctii e income of the community which is produced during 
a particular year, while the latter defines it as what is annually 
conmmed. Fisher maintains that the national dividend or income 
consists solely of services as received by ultimate consumers, 
whether from their material or from their human environment. In 
a statiimary society where annual savings are just equal to the 
depreciation fund, the inventory of goods and services indicated by 
the two definitions would be materially equivalent, though formally 
different, liut in a yroyresslrr community where the net inflow 
into the capital lake is greater than the annual outflow on account 
of depreciation, obsolescence etc., the quantities indicated will not 
be materially equivalent. 

In a study of measurement of changes in the National flow of 
consumption income, the method of Fisher is apparently more 
appropriate. But there are gieat practical difficulties in this 
procedure. For if a fiictory is produced in any particular year, in 
reckoning the National Dividend of that year, we have to reckon 
only the money-value of the flow of services rendered by it only on 
that year, and the aggregate effects of the creation of the factory 
can not be measured without reference to the national dividend of 
a long series of years. 

Moreover, in a comparative study of economic prosperity of a 
country over a series of years, Marshall's method is much more 
appropriate than Fisher's Accordingly, we adopt the fundamental 
concept of Marshall in preference to that of Fisher. 

But though our fundamental idea is quite clear, there arc 
various difficulties in ascertaining the National Dividend of a 
particular year. We have to be on our guard that we do not include 
within the net annual income any part of the capital existing at the 
commencement of the period. For that purpose Marshall and 
Pigou wanted to maintain capital intact before determining the 
National Dividend. In an absolute sense, of course, maintenance 
of capital intact must mean the maintenance in an unaltered physi¬ 
cal state of the inventory of things lying in the capital lake. But 
as it is hardly possible that the new items of capital added to the 
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; lake during a year will be exactly equal to the items taken away, 
Pigou holds that certain contractions in the physical stock of capital 
- will have to be held cotnpaiible with its maintenance intact. As for 
instance, destruction of capital by an earthquake or by the Jdwfs 
. enemies should not be considered to be relevant to the problem of 
maintaining capital intact, in as much as the loss is a loss on 
. capital account and not on income account. But ordinary losses, 
such as loss by fire or storm must be made good in as much as the 
risks are normal and insurable. Again, suppose a capital asset is 
going to last for lo years. Owing to technical changes, it. is 
possible that the value of the capital asset will be altered from 
year tc year. In order therefore, to mainbun capital intact, we 
' have to add every year la per cent, not of the original cost of the 
equipment nor of its present replacement cost, but of its present 
value. Though Pigou is here driven to the concept of value and 
not of physical quantities, he again reverts back to his old concep¬ 
tion wlten he says that reduction in the money-value of certain items 
in the capital stock brought about by a general rise in the rate of 
interest, or by the decline in the people's taste or by the creation of 
a new item of capital equipment,—should not be regarded as rele¬ 
vant to the magnitude of the national dividend. 

The above analysis of the implications of the phrase 'maintaining 
capital intact' as given by Pigou affords a classic instance of the 
inconsistencies involved in a quantitative analysis of National Divi- 
• dend. As Keynes has observed in his 'general theory of Employ¬ 
ment, Interest and Money,' "To say that the net output to-day 
is greater, but the price-level lower, than ten years ago or one 
year ago, is a proposition of a sinplar character to the statement 
that Queen Victoria was a better queen but not a happier woman 
than Queen Elizabeth—a proposition not without meaning and not 
without interest, but unsuitable as material for the difTerential 
calculus. Our precision will be a mock precision if we try to use 
such partly vague and non-quantitative concepts as the basis of 
-quantitative analysis". 
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Difficulties in measuring changes in the size of the dividend. 

Having thus analysed the concept of National Dividend,we- 
now proceed to deal with certain theoretical niceties involved in 
measuring changes in the size of the National Dividend. Here too - 
Pigou begins with ideas of quantitative measurement, but has to - 
admit the uncomfortable fact that when the national dividend con¬ 
sists of a number of different sorts of things, the quantities of some 
of which arc liable to increase at the same time that the quan¬ 
tities of others are decreasing, there is no direct means of deter¬ 
mining by a physical reference whether the dividend of one period 
is greater or less than that of another. Accordingly, as between any 
two periods, the criterim of increase which Pigou accepts is that in 
period II with the tastes and distribution of the purchasing power 
prevailing in Period I, the money demand for the things that have 
been added to the dividends exceeds the money demand for the 
things taken away from it, and the measure of increase, from the 
point of view of Period II is the proportion in which the aggregate 
money demand for the things contained in the dividend of that 
period exceeds the aggregate money demand for the things 
contained in the dividend of Period I. 

Unfortunately, however, as Pigou has pointed out, the aggregate 
money demand for the things contained in the dividend of any 

J. M. Keynes in his latest book, “A General theory of Employ¬ 
ment, Interest and Money” has attempted to achieve a new defini¬ 
tion of “net income” along different lines. He introduces the con¬ 
cept of what he calls the user cost (designated as U) which ia 
broadly speaking, the excess of the potential value of an equipment 
(in case it was not actively utilised but just kept intact) over its actual 
value at the end of a process of production. If A & the aggregate 
market price of all the commodities sold by au entrepreneur and 
V is the money-value of the depreciation of the equipment, which 
is involuntary but not unexpected arising out of anticipated lossesr 
through the lapse of time and normal obsolescence which is suffi¬ 
ciently regular to be foreseen, if not in detail, at least in the large,^ 
then the aggregate net income is equal to A—U— V. 
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period is not a workable conception, as it involves the money-figure 
that would be obtained by adding together consumer's surpluses, as 
measured in money, derived from each sort of several commodity 
contained in the dividend. Thus, the only data that are available 
are the quantities and prices of various sorts of representative 
commodities and services and we must be satisfied with them. We 
further assume that there is no alteration in the state of tastes and 
distribution of purchasing power in either of the periods. Our 
criteria of measuring changes in the national dividend being thus 
determined, we are next confronted with the problem of construct¬ 
ing index numbers which will approximate as closely as possible to 
the ideally correct measuring instrument The familiar methods 
known as the arithmetical method, the gemnetncal ttuihod and the 
harmonic method, all yield different results, though there is a 
a fairly close resemblance among them. Professor Fisher imagined 
that there must be an archetypical average right in an absolute 
sense towards which all the others are approximating. But this is 
pure mysticism and does not help us in anyway. According to 
Marshall and Pigou, the chain method * is the most appropriate one 
for measuring changes in the national dividend as between, distant 
years, in the later of which a great number of important commodi¬ 
ties may be available that did not exist at ail in the earlier ones. 

Nevertheless, it must be admitted that if the successive indi¬ 
vidual comparisons embodied in the method,^each of which 

* According to this method, the price-level of 1900 is compared 
with that of 1901 on the basis of the commodities available in both 
these years, new commodities introduced and old commodities drop¬ 
ped out during 1901 being ignored; the price^level of 1901 is thus 
compared with that of 1902, the new commodities of 1901 this time 
being counted, but these of 1902 ignored; and so on. “Thus we 
can obtain an instrument by which years, too distant from one 
another to be effectively compared by any direct process, cm be 
compared by a chain of successive stages. It is as though we were 
unable to construct any measurihg rod capable of mfdntiumng its 
rshape if carried morelhan 100 mike.** • (Pigou);.'' 



366 


INDJAN ECONOMICS 


admittedly suffers from a small error, actually suffer from errors • 

in the satne direction^ the eumulative error as between distant 

years may be large. Lastly, even if we ignore the inherent 

limitations of the chain method there are still further difficulties 
* 

in the way of our comparison, (a) First the retail prioes of articles 
of wide consumption are difficult to ascertain, (b) Moreover, 
these prices are unsuitable for comparison over a series of years,. 
because the thing priced is apt to contain a different proporiim of 
the services of the retailer and of the transporter and therefore 
to be a different thing at one time from what it is at another. ( 3 )' 
Thirdly, commodities while still called by the same name in different 
times are continually undergoing changes in character and 
qualities. ( 4 ) Fourthly^ there are few records of annual output 
which make our comparison all the more impossible. ( 5 ) Lastly,, 
there is the problem of giving due weightage to different commo¬ 
dities in different times. 

Application of Economic theory to the Indian 
Problem. 

The above observations made from the stand-point 
of theoretical economics serve to emphasise the great and 
almost insuperable difficulties which stand in the way of 
a correct measurement of the national dividend of India 
as it has been changing in recent times. Our analysis ‘ 
also underlines the need for more reliable and more ex¬ 
haustive Siatistics both of prices and quantities of sample- 
goods and services as the necessary sim-qm-ncm for* 
any successful attempt to measure changes in our national, 
dividend. Of course, the task is a formidable one, the 
huge size of the country with its huge population mostly 
illiterate and mostly scattered in half a million villages,, 
makes our task a highly expensive and difficult one.. 
Moreover, in India,, th^nke to the general ignorance and* 
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apntby of the people, the Government cannot expect that" 
amount of co-operation from private individuals and 
private associations which in the West is so readily* 
available. Nevertheless, given the necessary will and’ 
determination, it is still possible for us to estimate our- 
national dividend in a much more accurate fashion than 
it has been done so far. In tliis connection, wc shall 
briefly refer to the scheme for an ccomwk rm.sw.s' of Tmlia 
published by Dr. Bowley and Mr. Robertson who were 
invited by the Government of India to give their expert, 
advice on this problem. 

Summary of the Bowley-Robertson Report. 

(1) The experts recommend the establishment of a 
permanent ccmiowic staff consisting of 4 members for the 
organisation of the work of economic 'intelligence. This 
staff is to be attached to the econonne co^nmittee of the 
Governor-General’s Executive Council. The Senior 
Member is to act as secretary to tlie economic Committee 
and his duty would be to prepare reports on important 
economic questions, to organise the supply of current 
informations of an economic character and to*plan ahead 
as regards fundamental economic enquiries. Of the 3. 
otlier members 2 must be trained economists, while a third 
should be the Director of statistics. Each member should 
be given perfect freedom for conducting his work. The 
whole staff should maintain very close contact witji high 
government officials whose duties are primarily technical 
or administrative. They might also recommend to the * 
economic Committee the appointment of foreign d 

tephnical expels for specific purposes. 
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The functions of the Director of statistics shall 
include 

(si) conduct of the population census, every 10 
years. 

fb) the conduct of the census of production every 5 


years. 

(c) the co-ordination of Central statistics and 

(d) the Co-ordinsition of Provincial statistics. 

For disclmrjiinj? these duties he should be helped by 
•the statistical branch of tlie existing Department of 
Commercial Intelligence and Statistics which should be 
transferred to his control. It is the business of the Direc- 


itor to establish uniformity of classification of statistics 
in all Government Departments and to furnish statistical 
information for general puriioses. He will also be respon- 
-siblc for the publication of the statidical abstract. The 
Director should also siii)er\dse the work of those rcsixin- 
sible for the collection of statistics in the different 


provinces. Finally, the experts recommend the apiioint- 
ment of a whole-time statistician in each of the major 
provinces in India. 

The two ex^icrts agree that the existing data for 
•the measurement of the national income are hopelessly 
inadequate. Nevertheless, they tentatively suggest the 
following items for inclusion or exclusion in any measure¬ 
ment of the national income by the census of production 
method: 

(1) value of the net output of agriculture, mining, 
industry, etc. at the point of production (care being taken 
ito avoid double counting). 

(2) plus the value of the services of transport and 
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mercantile agencies added to domestic goods and 
imports. 

(3) plm excises on domestic goods and customs on 
imported goods. 

(4) mhim the value of exports (L^. O. B.) including 
-gold and silver. 

(f)) plus the value of pcrsomil services of all sorts. 

fO) pins the annual rental of dwelling houses (whether 
own or rented). 

(7) plus the net increments in the lioldings of balances 
•and securities abroad (after deducting similar increments 
in the home country held by foreign residents). 

(8) plus the value of agricultural produce at the 
point of production which is consumed directly by the 
producer or exchanged by barter. 

In as much as some of these rccpiisite data may not 
be available for a considerable i)eriod, the authors recom¬ 
mend the compihition of another estimate of Indians 
•national income by means of a summation of individual 
•incomes both for confirming the results arrived at by the 
•census of production method and for correcting certain 
•discrepancies. 

The second method (i.e. the census of incomes method) 
includes the following items : 

(1) the value of all commodities directly produced 
and directly consumed and of all reccit)ts in kind, at the 
point of production plus the annual rental value of houses 
lived in by the owners. 

(2) minus all interest payments on loans whether 
if or consumption or production. 

(3) plus ithe gross money incomes of all individuals 
.24 
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including interest on government loans and pensions of 
retired Government servants. 

(4) flui the undistributed profits of companies and' 
the not profits of Government commercial undertakings. 

(5) mhins the interest on war and other non-i)roduc- 
tive government loans and the net pensions of ex-Govern- 
ment servants. 

(()) receipts from customs, excise, stamp and 

local rates. 

The authors believe that for estimating rural incomes 
the cemus of production method is more appropriate, while 
for estimating urban incomes, the cermis of income 
mdhoii is more appropriate. In both the cases, detailed, 
sample inquiries in selcctcA areas might at the first 
instance b(; more useful than any attempt at exhaustive 
surveys covering tlie whole field. For the sake of greater 
accuracy, the authors also recommend an intermediate 
popnlaiion census, as the ten-year period may be too long. 
There might also be a census of production applied to« 
power-using factories and mines to serve as an additional 
corrective, though the results will, to some extent, over-lap 
those of the urban and rural surveys. Lastly, there should 
also bo a separate census for plantation areas. The 
authors conclude that the Native states might also be 
brought into the picture if they are willing to co-operate. 

Measurement of national wealth not practicable; 

The experts do not think it possible to estimate 
correctly the national wealth of India at present. There 
are two methods for arriving at such estimates, namelyr 
the capitalization of the incomes of all properties, whether 
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belonging to the individuals or to the public, and 
secondly, the use of statistics of proi)erty changing hands 
with the occurrence of deaths, taken in conjunction with 
life tables for ascertaining the total value of proiierty. 

(1) As regards the first methodt caititalization is not 
possible with regard to some of the most iin[)ortant kinds 
of individual property such as jewels, ornaments, furniture, 
etc. and also with regard to some impoi-taiit forma of 
public property such as roads, irrigation projects, public 
parka, water works, etc. 

(2) Moreom\ according to Marshall, we must include 
under national wealth certain free gifts of Nature such as 
the river-system, the mountains, forests, etc., which can 
hardly be capitalized at all. 

(3) LastlVi according to some German writers, the 
system of Government prevailing in a country as well as 
the tone of its administration, should also be regarded as 
important elements of the total national wealth. All these 
items, however, are absolutely incalculable in terms of 
money. Hence the first method is not applicable. 

As regards the second method, it is alU the more 
impracticable in India owing to the absence of death 
duties. 

Distribution of National Dividend in India. 

It is abundantly clear from the above pages that the 
size of our National Dividend, though it can not be 
ascertained with any amount of accuracy, is very low 
compared to that of most civilised countries. This is 
primarily due to the primitive state of our national eco¬ 
nomy, the absence of modernisation both in our agriculture 
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and industry (except a few large-scale industries), the 
appalling illiteracy of the masses, the hold of unscientific 
customs and beliefs on the ix>pular mind, the terrific toll 
of tropical diseases like malaria, kala-azar, etc. and above 
all, the i)olicy of ruthless Imperialistic exploitation follow¬ 
ed by an alien bureaucratic Government for well-high 200 
years. 

But the low per capita income of India is not the only 
evil we have been suffering from. If the size of our 
National Dividend leaves much to be desired, its distri¬ 
bution among the different sections of the community is 
equally, if not more defective. In all capitalistic countries, 
the share of the National Dividend going to the masses 
is proverbially low. But in India, besides the familiar 
evils of capitiilism, wo have also to grapple with the evils 
of British Imiwrialism with its twin products of princely 
despotism and absentee land-lordism. The result is that 
a disproportionately large share of our admittedly low na¬ 
tional income goes to fatten our foreign rulers, the Native 
Princely order, the landed aristocracy of India and a 
handful of Indian capitalists and business magnates. If we 
survey the Indian countryside,—and India to-day is over¬ 
whelmingly a rural India,—we find a vast peasantry toil¬ 
ing like galley slaves yet living in perpetual sight of the 
hunger line. In normal years the average peasant barely 
gets his minimum for subsistence; while in a year of 
drought or fiood he must live on starvation diet or go to 
the Mahajan for accommodation. The picture in the 
towns and cities is only a shade brighter. Here too, we 
find the labourers in the mines and factories working 
under most inhuman and brutalising conditimm for less 
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than a living wage. The position of the so-called edu¬ 
cated middle-class people, particularly of the lower 
middle class, having regard to their customary standard 
of living, is little superior. They too are finding it 
increasingly difficult to make any living at all. Against 
this dark and sombre back ground, we find a small hand¬ 
ful of rulers, land-lords, business magnates both Indian, 
European, and Public servants (particularly the members 
of the superior services) living a life of most insensate 
luxury and extravagance in slavish imitation of the old 
Moghul nobility. Thus, India to-day exliibits much the 
same picture of anaemia in tho vital parts and ai)oplexy 
in the supernumerary organs as did Prance in 1789 and 
Russia in 1917. As in France and Russia of those days, 
the vested interests of the few are the stumbling block 
that intervenes between the masses and their emancipa¬ 
tion. Is it too much to expect that the weapon of ISon- 
violencc which Gandhiji has forged for India will achieve 
for her the same emancipation, both political and economic, 
which in other countries had to be fought for along 
more rough and orthodox lines ? 
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INDIA'S TRANSPORT SYSTEM 

Historical Retrospect. 

The importance of a developed transport system can 
hardly be over-exaKffernted in any civilized country. 
In India, in i)articnlar, thanks to her vast distances, her 
innumerable barriers of forests, deserts and mountain- 
ranpes, the need for easy and up-to-date means of commu¬ 
nications is specially {Treat. Throughout the centuries 
that liave gone by, India's poor equipment as regards 
transport has always i)layed a dominant role in shaping 
Her economic and |K>]itical development. 

Not that India had no transijort system of some sort. 
In the Indo-Gangctic plains, for instance, the great rivers, 
the Indus, the Ganges and the Brahmaputra with their 
tributaries have always served as the high-ways of 
commerce. Besides, Indian rulers from the time of 
Asoka onwards, sometimes took great interest in develop¬ 
ing good Trunk roads for inter-provincial communication. 
Sher Shah, for instance, is well-known for reviving and 
developing the Grand Trunk Road connecting Bengal 
with the distant Punjab. In the desert regions of Sind and 
Rajputana there were well-marked Caravan routes travers¬ 
ed by camels. There were also Caravan routes connecting 
India's North-West frontiers with Kabul, Kandahar and 
even Persia and Central Asia. Means of communication 



INDIANS TRANSPORT SYSTEM 


375 


also existed between Northern India and the Himalayan 
•kingdoms of Nepal, Tibet, Sikkim and Bhutan. 

South India was even less favourably situated in 
the matter of transport than Hindusthan proper. Here 
the rivers were mostly shallow and non-navigable, while 
the mountainous nature of the tract prevented the contme- 
•tion of good roads. It was only in the sea-eoast districts 
along the Eastern and the Western Ghats that easy 
methods of com muni cation prevailed. 

If South India, however, was thus naturally denied 
facilities for internal communication, it was very Jidvan- 
.tageously placed for oceanic cxi)ansioii, thanks to its 
close proximity to the sea. From very ancient times. 
South India plied a very lucrative oceanic trade, Kaveri- 
paddinam, Mammallipuram, etc. being the celebrated i)orts 
of those days. The Great Indian colonization movcuneiit 
‘resulting in the establishment of a Greater India in the 
Indian Ocean, Burma, Malay and ('hampa (South Annain) 

. also emanated from Indian ports in Bengal, Orissa, Madras 
and other coastal regions. There was also a land-route 
-across East Bengal and Assam to Burma and beyond. 

The internal transport system of India remained 
virtually unaltered down to the forties of the last century, 
though the condition of the Tmnk roads varied directly 
with the vigour of the prevailing administration. In the 
first few decades of the 19th century, in i)articnlar, the 
Indian roads became extremely unsafe specially in the 
Central Provinces owing to the activities of bands of 
’highwaymen known as Thttgs and Hndaries. It was into 
•such a primitive and chaotic system that Lord Dalhousie 
wanted to introduce modern methods of transportation# 
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Railways in India. 

The old Guarantee system. ( 1844-69) ~“Tlie first' 
proposals for Railway ooM^triiction were mooted in 
the forties of the last oontiiry. Lord Dalhousie, an ex- 
president of the Railway Board in England, arrived in 
India in 18J7, full of railway ideas and two years later 
contraets were signed for the eonatniction of two small 
railway lines near C-aU*ntta and Bombay with the E. I. R.. 
and the G. 1. P. railways rcsiK'etively. For some years,- 
however, the Government tlid not arrive at any fixed 
policy which was d(‘fincd for the first time in Lord Dal- 
housie’s minute of 1*^53. The arguments advanced by 
Lord Dalhousie in favour of his policy of Railway 
construction may briefly be summarised as follows : 

(1) India is full of raw materials like cotton and 
food-stuffs, themselves capable of improvement, both 
quantitatively and qualitatively, which England wants, yet 
these can not be exi)orted on account of lack of trans¬ 
port facilities between tlie ports and the interior. 

(2) Similarly, there is a great demand in India for' 
British and European manufactured goods which also can 
not be supplied to the interior districts for identical 
reasons. 

(3) To remove this great deficiency, India wants a 
net-work of railways connecting the ports with the- 
interior. 

(4) These Railways, however, must be constructed by 
private enterprise, not because of the inefficiency of state- 
engineers, but because it is not within the province of the* 
Government to construct and maintain a commercial 
enterprise like railway construction. 
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(5) On the other hand, however, th e Government must 
guarantee the intpreat on the cauital tha t might be invest^ 
ed in Railway construction, as otherwise private capital 
would dare not embark upon a risky adventure like Rail¬ 
way construction in India. 

Thus, began, under ofBcial auspices, the so-called ohl 
guarantee system of Railway construction in India. 
Following the adoption of this plan, contracts were 
entered into with eight companies between lS54-(iO for 
constructing and managing railways in diflerciit parts of 
India. The Seiwy Mutiny which revealed the grave 
defects of the Indian transport system as regards the 
movement of troops, etc. acted as a further stimulus tO'^ 
the development of Indian railways. o' 

The principal features of the Old Guarantee system 
may be summarised as follows : 

(1) Free grant of land to the Companies . 

(2) A guaranteed rate of interest ranging from 48 to 
5/0 and payable at the rate of l.«f. 6d per rupeCf 

(3) Utilisation of a half of the profits, whenever they 
arise, for repjiying to the Government any sum previously 
paid by the latter in fulfilment of its guarantee obligations.^ 

(4) Reservation by the Government of certain ix)wers 
of supervision over practically every matter of importance 
except as regards the appointment of staffs, 

(5) Option to the Government to purchase the linem 
after 25 or 50 years at their current capitalised value. 

Criticisiii of the Policy, f 

The old guarantee system lasted up to 1869 after 
which it was abandoned in favour of the policy of state 
construction and state management. Though the systemi 
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was resiwiisible for the development of some 4000 miles 
of railway lines, it has been criticized on the following 
grounds: 

(1) There was bound to be a very heavy burden on 
the resources of the Government as there was no limit to 
the amount of ca[)ltal that might be invested in Railways 
and as sue]) tliore was no limit to the obligations of the 
Government in rcsiMJct of guarantee of interest. 

(2) The (Companies concerned had no motive for 
economy and etlicierit management because of the Goverii- 
.ment guarantee of interest. 

(3j It is an unproved assumption that without 
■Government guarantee of interest, British capital would 
have rcifiised to migrate to India as Britain at that time 
•enjoyed an abundance of capital which was seeking outlets 
for cmi)Ioym(*.nt in Africa, South America and some other 
countries. It is incredible that British capital would 
have persistently neglected India. 

(4) At any rate, if guarantee was at all necessary, 
there is no eviilencc that there was any absolute necessity 
for the guarantee of the high rate of interest which was 
actually offered. The purpose of the Government could as 
well have been fulfilled with the offer of much lower 
terms, as subsequent experience proved. 

(o) The clause relating to the division of surplus 
profits on a fifty-fifty basis was unjust as it meant that 
while in the case of loss the total loss had to be made 
good by Government, the whole profit, if there was any, 
would not have been available for wiping out Government 
losses. 
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T he Second Phas e. 

State construction and Management. ( 1869-79)— The 

highly iiusatisfactorj^ financial results of the guarantee 
system led the Government to experiment for some time 
'U862-64) with the system of state subsidy based on Rail¬ 
way mileage in place of the old iwlicy of guaranteeing 
interest. The most important comi)any witli whi(‘h such 
an arrangement was made was the Oudh and Rohilkhand 
•Company. The Government also made some alterations 
in the terras of contract with old comi)anie.s like the G. 1. 
P., whereby it was provided that one-half of the surplus 
profits would accrue to the Government unconditionally 
every half year, the Government relinquishing the right to 
purchase the lines at the end of the first 25 years. But 
the most far-reaching innovation took place in 1800 when 
the Government decided to embark upon Railway cons¬ 
truction and management entirely on its own authority. 

A still more fundamental change in policy was 
announced by the Secretary of state later on wiiereby tlie 
Government decided to do away with the Guarantee 
system and to embark on Railway construction on its own 
account in view of the cheap credit and cheap methods of 
construction at the Government’s disiwsal. The Govern¬ 
ment thus decided to borrow annually £2 millions for the 
purpose of building metre gauge lines which were 
<M>mparatively cheaper. Unfortunately, however, this 
policy could not be long pursued on account of various 
• difficulties. 

In the first place, strategic consideration required that 
Railway lines in Sind and the Punjab should be converted 
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from metro gsuiKo to broad gauge, thus necessitating- 
additional money. 

Seeoiully, the rciwated deiiredations of famines 
neeoHsitatcd a more vigorous iwlicy of Railway construc¬ 
tion than the Government could pursue owing to its 
limited moaiiH. 

Thirdly, the ^Vfghan wars imposed a further heavy 
strain on the Government's finances. 

Lastly, the diipreeiation in the value of the rupee, 
following the decline in the value of silver from the seven¬ 
ties onward, had a ilevastating effect on the Government's 
finance.s. Thus, financial difficulties ultimately led the 
Government to abandon the policy of state construction 
of Railways. Nevertheless, at the close of this second 
stage of Railway development, the aggregate Railway 
mileage had risen to «S,P9(5. 

The Third Stage. 

The New Guarantee System (1879-1900}- the failure 
of the poli(jy of direct state construction of Railways led 
to the adoption of the New Guarantee system. Under 
this system, the Government entered into fresh con¬ 
tracts with new Companies, notably the Bengal Nagpur 
and the Madras and Southern Maharatha Railway 
Companies. The principal features of this system were as 
follows :— 

(1) The now lines to be constructed were declared to* 
be the property of the Secretary of state for India who- 
reserved the right to cancel or alter the terms oftho 
contracts at the end of a specified number of years, say IG 
or 25. In case of termination, of course, the Government. 
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would have to repay the capital invested by the Companies 
at its par value. 

(2) Interest was guaranteed on_^ the capital invested 
by the Companies but at a lower rate, usually at 3a %. 

(3) The Government was to enjoy a much larger share 
of the profits, usually thrce-fiftlis. 

Subject to tlio above conditions, the new lines were to 
be constructed and managed by the Conii)anies. With the 
expiry of the contracts under the Old Guarantee system, 
the Government cither imrchascd and managed some of 
the lines, as in the case of tlic Oudh and Kohilkund 
and the Sind-Piinjab Railways, or Himi>ly purchased but 
entrusted the management to the old Companies under 
revised contracts. ( c.g., the E. 1. R. and the G. 1. P. rail¬ 
way). Similarly, when the contract.s with the new guaran¬ 
teed companies expired, the management was generally re¬ 
tained in their hands though on more favourable terms 
for the Government, such as reduction in the companies' 
share-capital, lower rate of interest, higher iwrcentage of 
profit for the Government, etc. 

Such then is the early history of Railway, development 
in India. As a result of the different iwlicies pursued in 
different periods, we find a very complicated system 
•of Railway ownership and Railway working in India, 
varying from the state-owned and state-worked railways 
to the Comimny-owned and Company-worked railways, 
with state-owned and Company worked, and Company- 
owned and state-worked intervening in between. Broadly 
speaking, however, most of the old guaranteed lines are 
:state-owned to-day, thongh the management in some cases 
is still in the hands of the Companks. Moreover, even 
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where Company management has been suffered to continue^' 
the control of the Government in all vital matters such 
as rei)air, rolling stock, public safety, fixation of rates and 
faros and of train services and co-ordination of the differ¬ 
ent railway systems, has been fully retained. This control 
is exercised partly through the railway Board and partly 
through a Government Director on the Board of the- 
Companies. 

Besides the above Trunk lines, there are also several 
subsidiary branch lines. For instance, some of the 
Native States, Hyderabad being the pioneer in this 
respect, have constructed railway lines in their own 
territories with the help of a state guarantee of interest. 
The Government also attemi>tcd to encourage the develop¬ 
ment of feeder lines by branch line companies in 1893 by 
offering rebates on the gross earnings of the traffic inter¬ 
changed wdth the main lines, so that the dividend might 
rise to 4 %. But in i)ractice a more absolute guarantee oi 
more favourable rebates were found necessary to induce 
the formation of branch line Companies. The Acworth 
Committee, however, did not favour such a policy and it 
recommended direct state construction of feeder lines* 
wherever possible. Accordingly, the Government decided 
since 1926 to embark upon the direct construction of 
feeder lines provided a guarantee against loss was given to- 
the Railway Board by the Local Government or the local 
authorities concerned. 

Before concluding this section, we shall now indicate 
the main land-marks in the construction of railway mileage 
in India in the present century. Broadly speaking, by 
1900 most of the main lines were completedr and between 
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1900 and 1914, they were connected and enlarged. In 
1914, the total railway mileage stood at 35,000 miles of 
which 26,000 were state-owned, 6000 company owned and 
3000 owned by the Native states. In 1930, the total rose- 
lip to 41,729 miles, the state owning 31,218 miles and- 
directly managing 18,689 miles. The total mileage lias- 
some what risen in recent years. Roughly speaking, about 
74 % of the railway mileage in India is at present state- 
owned but only about 44% is managed by it. 

State Company Management of R ailways. 

We have already seen how the policy of tlie Govern*- 
ment of India has wavered between the ideal of Coinpa-iy 
Construction and that of State Construction of Railways, 
and how ultimately the latter principle prevailed. Corres¬ 
ponding to the above issue, there has been another issue 
hotly discussed and debated, namely the problem of 
Company vfi. State management . 

As the Indian Railways were built in the second half 
of the 19th century when iaissez faire ideas were ruling 
in England, our British rulers naturally favoured the 
construction and management of Railways' by private 
Companies, of course, with the help of State assistance. 
It was only when Company management proved to be 
extremely uneconomical and expensive that the experi¬ 
ment of direct State Construction and State management.. 
was embarked upon, despite the prevalence of laissez- 
faire theory. 

It was, however, not till the appointment of the 
Acworth Committee on Indian Railways, that the problem^ 
of State Railways vs. Company-managed Railways > 
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recdved the fullest amount of discussion. The committee 
though favouring private management of Railways as a 
commercial proposition on strictly theoretical grounds, 
riGvcrtlieless recognised that in the peculiar conditions of 
India, cent per cent private management had never been 
practicable. The state had to guarantee the interest on 
the capital invested and as such had to e.'scroise predomi¬ 
nant control ov(*r the policy pursued by any Railway com- 
l)any. Nor could the situation Ixi appreciably altered by 
transferring the nianagenient to a company with Indian 
domicile from the hands of the existing British companies, 
d^'or the state guarantee would still be necessary to evoke 
the necessary amount of capital, and the credit of the 
Government of India or of the Secretary of State for 
India would still be a valuable faiitor in raising loans 
whether internal or external at a cheap rate of interest. 
Hence the alternatives between whicli India would have 
to choose were full-fledged state-management and state- 
. controlled private management. 

Although on laissez faire grounds, private manage¬ 
ment, subject to state control and preferably by an Indian 
Company to satisfy the national sentiments of the public 
was the best possible arrangement, the Acworth Committee 
favoured State Management on the following grounds ;— 

I (1) It would put an end to the disastrous division of 
resiwnsibility which prevails in so many Railways owing to 
the predominant representation of the Government in their 
managing Boards. The Government members can easily 
defeat any policy proposed by the companies, at the same 
time they do not take any initiative on the ground that 
it would go against the spirit of private management. 
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(2) In India at any rate, the state is the best aiitho- 
irity for adjusting and reconciling all the divergent and 
sometimes conflicting intersts which arc bound to be 
affected by the Railway administration. ]^r, wo must 
rornember that though Railways arc commercial profjosi- 
.* 110118 , iJolitical considerations play a large i)ai’t in the 
determination of railway maiiag(‘mcnt. 

(a) For example, the existing railway nmtes have 
been constructed to facilitate lndia’.s foreign trade 
rather than internal trade. This is just in keeping with 
the old colonial policy which wanted to rediuai India to 
.the status of a in;irkct for British manufactureJ goods 
and that of a supplier of raw materials and food-stiiffs to 
Great Britain. 

(b) Secotidhji Railway rates have been so adjusted as 
'to facilitate European traders and merchants to the detri¬ 
ment of Indian traders. 

(c) Thirdly, comforts and amenities of Railway trsvel 
have been most lavishly showered uix)n the first clas.s 
and the second class passengers, but they have been 
totally denied to the third class passengers, •although the 
latter are resiionsible for the largest part of the railway 
.revenues from passenger traffic. 

(d) Lastly, most of the higher Railway i)osts, some of 
which are more or less sinecure in their (‘haracter, are 
4:eserved for Europeans^ although equally, if not better, 
qualified Indians are available for the same. 

All these complaints, it is claimed, can best be attend¬ 
ed to by'the state. Indian management, of course, might 
remove some of the above grievances of the public, but 
at can not be expected to do full justice as every iJiivate 

25 
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company must look more to its dividend than to the* 
interest of the country at huge. 

(3) The state alone can efiectively co-ordinate all the- 
diderent Railway systems within the country, as regards • 
timings, rates and fares, and with an eye upon the pros¬ 
perity of the country as a whole.. 

(4) As the capital of the Railways is either supplied 
or guaranteed by the state, it is only natural that 
all the profit.s and not a vnti of them should accrue 
to tlie state and this is i)ossible only under state manage¬ 
ment. 

(5) 'Lastly, where tlio state owns all the capital, the 
state alone has a stake in tijo prosperity of railways. 
Company in:inugement in such cases can not be exi)ected 
to be prudent or economical. 

None-the-lcss, althougli the case for state management 
has thus been effectively established, not all Railways in 
India are now under state management. Moreover, even' 
where the so-called state management exists, India has- 
got practically nothing of the advantages she expected to* 
receive, owing ?o the composition of the Railway Board, 
to which we shall refer later on. 


J 


Separat 


ion of Railway Finance from 
the General Budget 


Another important recommendation of the Acworth 
Committee is related to the problem of Railway Finance. 
Hitherto, Railway Finance was included within the 
general annual Budget pf the Government of India. The 
Committee, however, urged their separation* on the* 
following grounds:— 
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(1) The separation is essential in the interests of the 
Railways which, being commercial proiK)sitions, must 
necessarily prepare their budgets for a period of several 
years, the annual general Budget being ill-suited for their 
purpose. The cairital cxiKMiditurc of Railways might 
necessitate the unbalancing of the annual budget for a 
particular year, but this is not strictly i>osaible under the 
general Budget system. 

(2) Secondly, the i)resont inclusion of Railway finance 
under the general finance is also highly di.sadvantageous 
from the standiwint of the Government of India, inas- 
muchas the non-realisation of Railway profits which are 
included within the general revenues of the country 
might completely iiiwct the general budgetary 
position. 

(3) The development of Indian Railways is bound to 
be fitful and inade<piate so long as it is made to depend 
upon the surplus or deficit in the general Budget. 

Thus, the separation of Railway Finance from the 
general Finance is desirable from the standiioints of both 
the tax-payor and the Railways. 

I 

Railway rates in India and their consequences. 

How rates are determined. 

The determination of Railway rates is a highly compli¬ 
cated process and no single principle can explain it adequa¬ 
tely. It is partly governed by the cost of service principle, 
e.g, a higher rate must be charged in routes passing through 
areas which are sparsely populated or where the cost of 
construction of Railway lines is fairly high owing either to 
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the inoiiiitainoiis nature of the track or to the fact that a 
hirf^e number of costly bridges has to be built. Similarly, 
the cost of service principle explains why a higher rate ia 
charged for goods travelling shorter distances than for 
goods travelling longer distancc.s. On the other hand, 
Railway rates arc also determined by the principle of 
“what the traffic will bear” in view of the clement of joint 
cost in Railway expenses as regard backloading. Even 
under coini)etition, Railways liave got a fairly large 
amount of discretion in fixing up tlie rates and fares of 
difFerent classes of goods and passengers, while under 
monopoly, Railways can easily exact tlie maximum out 
of every class of goods and passengers. The principle of 
“wliat th(i traffic will bear” in this last instance means 
the “principle of all that traffic will bear.” 

In India, the existing classification of railway rates for 
difiereiit types of goods has been vehemently criticised. 
It has been sjiid that the foreign interests controlling the 
Indian railways have taken elaborate pains to hinder all 
iiitcriial traffic for the benefit of foreign trade. The 
existing railway rates facilitate tlie movement of raw 
materials to the i>orts as well as the movement of foreign 
manufactured goods into the hinterland. 

Secontlly, Railway rates are also held responsible for 
the congestion of industries in a few centres, generally 
near the ports. This, in its turn, is largely responsible for 
the serious labour difficulties ex^ierienced by Indian in¬ 
dustries. 

Thirdlyy The “block rates system” which tends to 
prevent traffic from passing on to a rival line has been 
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criticized for leading to an artificial diversion of traffic 
inconvenient to indiistr}' and trade. 

Fourthly, Railways arc also charged with having put 
up ail unfair competition with water transiJort agencies. 

And ladly, it has been observed that Indian Railway 
rates have failed to give that impetus to the development 
of the national industries including agriculture which is 
readily given in otluT countries like the U.S.A., Germany, 
Japan, etc. 

For all these reasons, botli the Fiscal Commission and 
the Industrial Commission recommended a re-orientation 
of Indian railway rates iwlicy in the interests of Indian 
industry and trade. 3'he Industrial Coramihsion, for 
instance, condemned the present policy of favouring 
traffic to and from the ports. It also condemned the 
Hock rntcif system and recommended that consignments 
travelling over more than one line should be charged a 
single sum based on the total distance. The Fiscal 
Commission was in favour of preferential railway rates to 
young Indian industries. The Agricultural Commission 
also recommended a closer co-openition between the 
Railway authorities and the Agricultural Departments 
with a view to the grant of concession rates on the 
transix)rt of fertilizers, fuel, fodder, milch cattle, agricul¬ 
tural implements, etc. 

Before concluding this section, wo might add that Rail¬ 
ways do not enjoy plenary powers as regards the determina¬ 
tion of railway rates. For instance, the Government have 
always laid down the maxima and the minima of rates 
as well as prescribed a general classification of goods. But 
the Railway authorities have nevertheless enjoyed a large 
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measure of discretionary powers witliin those wide limits. 
Lastly, following the recommendation of the Acworth 
Ooinraittec, a Rates Advisory Committee consisting of a 
president and two members representing the Commercial 
interests and the Railways respectively, has been appoin¬ 
ted since 1926 to investigate all legitimate complaints 
arising/out of particular railway rates. 

^^/vonstitution and functions of the Railway Board. 

The Railway Board was created in 190o in order 

exercise Government control over company-managed 
Railways with regard to matters like the standard of 
repairs, rolling stock, public safety, co-ordination of the 
Railway system, train services, rates and fares, etc. It 
consisted of one president and two members who were 
established at the head of the Railway system under the 
Department of commerce and industry. 

With the breakdown of the Railway system, however, 
during the war, it was realised that the Railway Board 
as it was constituted, was not able to take the initiative 
in laying down Railway policy, and that it failed to 
exercise effective control over the Railway administration, 
as it was over-loaded with routine and handicapi)ed by 
ignorance of local conditions. 

The Acworth committee’s recommendations. 

The problem of reconstruction of the Railway Board, 
therefore, was referred to an expert committee presided 
over by tlie late Sir William Acworth. 

The Acworth committee recommended that the 
Railway Board in order to be a satisfactory agency 
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ithrough which the Government of India could exercise 
an effective supervision over the whole Railway system 
.in the country, should consist of a chief coinpiisaioner . a 
financial Commission er and three inem Wa i» f‘hnTiye.of 
i the three territorial divisions into whicli the Indian 
Railway system was to be d ivided. The actual plan, 
however, according to whicli the Railway Board was 
I ultimately re-organised differed from Sir \yilliam 
Acworth’s recommendation only in one vital resi^ect, 
namely, that the three commissioners instead of being 
in charge of different territorial divisions have their work 
divided on the basis of subjects. One member is to deal 
with tec/mical subjects, another with geueral (ulministmtio-ih 
personnel and traffic suhjerU while a third member was 
apiJointed for the inariagcmcnt of labour questions. Since 
1931,—32, howevc, -rowing to financial stringency, certain 
suiHirior appointments have not been filled. At nresenti^ 
. the Railway Board consists of the chief 


finand al Commissioner, one member, four dire 


de puty directors, one secretary and one j^tssi.stant secre=. 
. tary, there being only three members of the Railway Board 


proper. 




.Statutory Railway Board. 


The Government of India Act of 1935 contains 
provisions for the constitution of a statutory Railway 
Board, free from all i)olitical influence, which is to be t|ie 
chief executive authority in respect of the regulation, 
construction, maintenance, and operation of railways. 
While it is recognised that the federal government and 
.the federal legislature should exercise a general control 
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over Rslilw.'iy policy, the actual administration of Railways- 
in India should be free from all political influence ns 
Railways are business propositions and as such should be 
governed by business principles. Hence the necessity of a 
statutory Railway Board. 

( 1 ) Not less than 7 th of the members of the Statutory 
Railway authorities are to Ije persona appointed by the 
(Jovernor-General in his discration^ who is also to appoint 
one of the members as President. 

( 2 ) That Authority is to establish, maintain and 
control a fund (to be called the Haihrny fund) and monies- 
received by the Authority, whether on revenue or on 
capital account in tlie discharge of their functions, and 
all monies provided, wliether on revenue account or on 
capital account, out of tlie Hivenues of the Federation to- 
enable them to discharge those functions, shall be paid 
into that fund, and all expenditure required for the dis¬ 
charge of their furnrtions shall be defrayed out of that 
fund. 

( 3 ) The Governor-General may, from time to time,, 
appoint a Haihvay rates Cotmniitee to give advice to the 
Authority in connection with any dispute between persons- 
using or desiring to use a Railway, and the Authority as 
to rates or traffic facility, which he may require the 
Authority to refer to the committee. 

(4) A bill or amendment making provisions for regula- 
ting rates or fares to be charged on any railway, shall not- 
be'introduced or moved in either chamber of the Federal 
Legislature except on the recommendation of the Gover.- 
nor-General. 

(5) It shall be the duty of the Authority and of every 
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soar- 

federated state so to exercise their power in relation to 
the Railways with wJiich they are respectively concerned 
as to afford mutual traffic facility and to avoid unfair 
discrimination, any complaint in this resi)ect either by the 
Authority against a federated state, or by a federated 
state against the Authority is to be referred to and deter¬ 
mined by a Railway Tribunal. 

(b) The said Rnihmy Trilnuial shall consist of a 
President and two other ptirsons to be selected to act in 
each case by the Governor-General in his discretion- 
from a Panel of eight iM'i’sons appointed by him in his dis¬ 
cretion, being persons with Railway, administration or 
business experience. 

(7) The President of the Railway Tribunal shall be 
such one of the jodges of the Federal (Jourt as may be 
api)ointed for the purpose by the Governor-General in his 
discretion and sliall hold office for not less than 5 years 
and shall be eligible for rcai)poiutment for a further 
period not exceeding 5 years. 

(8) An apiKJal shall lie to the Federal Court from any 
decision of the Railway Tribunal on a question of law but 
no api:)eal shall lie from a decision of the Federal Court on 
any such appeal. 

(9) The remuneration of the members of the Railway 
Tribunal other than the President as well as the adminis¬ 
trative expenses of the Railway Tribunal shall be charged- 
on the revenues of the Federation, the former being deter¬ 
mined by the Governor-General in his discretion^ the 
latter being determined by the Governor-General in his 
individual judgment. 

(10) If a dispute arises under contracts made by or.: 
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on behalf of the Secretary of State-iii-Council between a 
Railway Company and cither the Authority or the 
Federal Government, and if the matter in dispute is of 
such a nature that under the contract the company might 
require it to be submitted to arbitnition, the dispute shall 
be deemed to have arisen between the Oompany and the 
Scicretary of State? and any award made ii.. an arbitration 
shall be binding on the Federal Government and the 
Authority and any sum by which the Secretary of State 
may become liable or may so agree to pay by way of debt, 
damage or cost, and any costs or expenses incurred by 
him in connection with the matter shall be paid out of 
ithe revenues of the Federation and shall be', charged on 
these revenues but sliall be a debt due to the Federation 
from the Authority. 

'Concluding observations- 

It is clear from the' above provisions regarding the 
•constitution and functions oi the proiiosed statutory 
Railway Authority, that while the Indian tax-payer shall 
continue to shoulder the Hnaiicial obligation of the Indian 
Railways, he can apparently expect very little help from 
.them for the reconstruction of the country’s economic 
life. 

The Federal Legislature might lay down any policy it 
likes, but as the execution of the same lies with the 
Statutory Authority which, in all probability, will be a 
packed body of foreign vested interests, we can hardly 
-expect the Indian Railways to play that role in India's 
-economic regeneration which we find in countries like 
U.S.A., Germany and Japan. 
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We have already seen how the Indian Railways were 
created in pursuance of the old colonial policy in oixler 
to convert India into a market for Biitish manufactured 
goods and a source of raw materials for Great Britain. 
That iwlicy was fulfilled, partly by the nature of the 
Railway routes, and partly by the classificatioti of Railway 
rates applicable to different clasKes of Indian {roods. It 
was earnestly hoped that with the coming of t.'entral 
resiwnsibility the Indian Railways might be converted into 
engines of economic betterment for India. Once more, 
however, the foreign vested interests which dictate 
British i)olicy in India have succeeded in clipping the 
wings of Indian Nationalism even before they arc fully 
fledged so that the new political regime in India might not 
affect in the least their time-honoured closely cntreiiched 
position. 

Viewed in this light the provisions in the New 
• Constitution relating to the Safeguards and Comm(a*cial 
Discriminations, the creation of an indciiendent Reserve 
Bank with sole control over currency, exchange and credit, 
and the so-called Statutory Railway Authority,—all seem to 
be so many integral parts of a well-laid and well-concerted 
conspiracy of British commercial interests to thwart for all 
time Indians economic aspirations :ind to hold the Indian 
people in perpetual iron-grip to the chariot-wheels of 
British economic imperialism. That the so-called inde^Jcnd- 
-«nce from i)olitical influence is little more than a camouflage 
for concealing the well-known fact of absolute dependence 
upon Clive street and the city of London, will deceive 


no one. 
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Economic effects of Railways. 

Railways as a means of annihilating distance on a large- 
scale have naturally revolutionised every aspect of liumair 
life social, i)oliticaI, cultural as well as economiCr 
Socially, they have brought together peoples with divergent 
languages, traditions and customs and have thus paved the 
way for the progressive unification of mankind. Politically, 
they have rendered possible the formation of Governments 
embracing an ever-increasing number of men and women. 
Culturally, they have, by bringing together divergent' 
cultures and civilisations, promoted the cause of inter¬ 
provincial, if not also of inter-national cultural fellowship. 
Blit it is their economic effects particularly in India 
which are most important for our jircsent study. 

As we have already observed, in India Railways were- 
originally act up partly for administrative convenience 
but mainly to help British trade with India. Although 
that original purpose has been more than fulfilled, Railways 
have not failed to produce many beneficial effects, how- 
ever, unintended. 

The credit side. 

In the first place, Railways have done much to mitigate 
the horrors of famine. Formerly when famine broke out * 
in a particular region owing to drought or excessive flood, 
there was no means of adequate succour to the affected 
people. But now, thanks to Railways, food and other 
requirements can easily be sent to the devastated areas if 
there is money to purchase them. Thus, Railways have- 
transformed the nature of famine. Famine to-day means 
the famine of money rather than the famine of food^ 
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Secondly, Railways by transferring consumable commo¬ 
dities from places where they are abundant to places 
where they are scarce have heliK^d iiiiich to bring about an 
equalisation of prices in the different parts of the country. 

Thirdly, Railways have also heli)ed to transfer popula¬ 
tion from highly-congested areas to areas which are 
sparsely r)opulated. 

Fourthly, Railways have develoi)ed many new towns 
and cities which have greatly contributed to the 
modernisation of India. 

Fifthly, Railways have transformed agricultuic from 
the old self-sufficient state to its present eommercidl 
nature. Thanks to Railways, the Indian ryot can now 
get a better price for his products as he has got an access 
to the world-market in the place of the old local rural 
customers. Moreover, various new commercial crops like 
tea and jute could not have come into existence but for 
railways. 

Sixthly, Railways have given rise to various forest 
industries like timbering, etc. 

Seventhly, Railways have stimulated the growth of 
large-scale industrialism in India. Thanks to Railway 
transport facilities, it is t)ossible for labour, raw materials, 
power resources and machinery to be (soncentrated in 
convenient places for industrial purposes. 

Lastly, Railways have also helped much to increase the 
revenues of the Government, both directly 'because 
Railways have got to share their profits with the Govern¬ 
ment, and indirectly because Railways by increasing the 
wealth of the country, have not failed to increase the 
taxable capacity of the people. 
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In short, Railways have been the greatest single agency 
for the partial industrial revolution which has already 
taken place in India. 

Though Railways have conferred great economic boon* 
on the country, they have not been an unmixed blessing. ■ 
In fact, the immediate result of the opening of Railway 
lines was most disastrous, ns it was, indeed, intended by 
our British rulers. 

The debit side. 

The competition with British machinery products 
which Railways brought into existence proved fatal to 
most of the old Indiaii well-known handicrafts. The 
destruction of the cottage industries was followed by' 
a virtual denundation of the country-side owing to the 
opening of new industrial centres controlled by foreigners 
which offered employments to the rural artisans, now 
thrown out of employment. 

Secondly^ Railways by obstructing the natural drainage 
of the country have in many places been responsible for 
water-logging, which in its turn, has served as a breeding 
place for malarial mosquito. 

Thirdly, Railways have hampered the development 
of indigenous large-scale industries by facilitating the 
export of raw materials out of the country. 

Fourthly, if Railways have helped the economic 
utilisation of forests, they have also been responsible for 
a reckless destruction of Indian forests which has affected. 
Indians econoipic life in various wa>s. 

Lastly, Railways have greatly helped to nourish and 
entrench foreign vested interests in India which, as wc* 
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have already seen, present the greatest stumbling block on ^ 
the way to India's economic and political emancipation. 

Conclusions. 

We must observe, however, that the demerits of 
Bailways are not entirely due to the construction of 
Railways as such. They are rather due to the particular 
manner in which Railway lines were built up in India. 
Some, of the hardships noted above are, of course, in¬ 
evitable in a period of great economic transition, but we 
can easily make bold to say that if the development of 
Indian Railways took place on strictly national lines, India 
would have been spared of much of the sufFerings whether 
tcmix)rary or permanent w^hich Railways have brought in 
their train. 

Necessity of further Railway Devolopment* 

Although the tolal Railway mileage in India stood at 
46910 in March 1934, having regard to the total require¬ 
ments of the country, we require a very considerable fur¬ 
ther increase of Railway lines. While Euroiwi (excluding 
Russia) covers 1660000 square miles, and has 190000 miles 
of Railways, India covers 1803000 square miles and has 
but 46910 miles of Railways. Judged by the standard of 
population, India's Railway equipment appears to be poorer 
still. Where as per every Ilail-milc, Canada has got 222 
inhabitants, South Africa 605, Australia and New Zealand 
238 and Argentine 376, India has got 7894 inhabitants 
per Rail-mile. Of course, we must remember that trans¬ 
port requirements in India nny be supplied in many places ^ 
more effectively by water-ways and mechanised Road - 
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transport and as such we do not envisage any indefinite in 
ci’oase of Railway construction in India to the exclusion of 
alternative transport agencies. As a matter of fact, most of 
tlie trunk lines have already been constnicted. In future, 
Railway development must take the shape of branch and 
feeder lines. Moreover, care should be taken to raise the 
necessary amount of money in India and also to build up 
a Railway industry in Iiulia, as it is extremely dangerous 
for India to doi)end always upon foreign supplies either for 
/Construction or repair. 

Road Transport. 

The existing situation. 

We have already referred to the unsatisfactory state of 
India’s roads in the early days of the John Company. The 
East India (-oinpany, being a commercial corporation, 
naturally did not take any interest in tlie development of 
Indian roads. The few roads that existed were placed in 
charge of Provincial Military Boards. 

It was Lord Dalhousie who first initiated a vigorous 
road policy in India and set up a Central Public Works 
Department supplemented later on by similar Provincial 
Departments. Moreover, the Railway policy of Lord 
Dalhousie necessitated the formulation of a complementary 
road iiolicy. Nevertheless, the development of roads was 
bound to suffer owing to the Government’s stake in^the 
prosperity of Indian Railways. 

At present, there exist in India four great trunk roads 
stretching across the country connecting (1) Calcutta 
with Khyber, (2) Calcutta with Madras, (3) Bombay with 
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Madras and (4) Bombay with Delhi. Of theset the first 
ds the most famous and is known as the Grand Trunk 
Road, the road per excellence for Moghul armies in the 
palmy days of the Timurid Empire. 

These four main roads account for about 5,000 out of 
the nearly SO,000 miles of metalled roads in British India. 
All these main roads arc associated with a large number of 
feeder roads, both metalled and unnietalled. The total 
mileage of Kacha roads in British India stood at 100,534 
miles in 1H32-33. The state of roads is most unsatis¬ 
factory in desert regions like Sind, Rajputana and parts of 
the Punjab, as also in the river estuaries of Bengal and 
Orissa. South India is comparatively better served by 
roads compared to North India. 

It is clear from the above account that for a country 
with continental dimensions like India, the existing total 
road mileage is extremely meagre. The seriousness of the 
situation will bo still more apparent, if we just remember 
that in the rainy season, or during floods,, some of the roads 
referred to above, become impassable. Even under normal 
circumstances, many villages are practically Inaccessible 
even by bullock carts, not to speak of mechanised trans¬ 
port. The extent of India's backwardness as regards road 
equipment is easily realised if we just remember that 
whereaaKin the U. A. there are 25,00 miles of road per 
• every 100,000 of population, in India there are only 84 
miles. The comi^arison with the U. S. A. is all the more 
significant, as that country has got the closest resemblance 
to India both as regards dimensions and variety of climatic 
.regions, although the density of population in India is 

26 
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much higher, being 240 per sq. mile, while that of the U.- 
S, A. is 31*5. 

Lastly, India suffers at present not only from a paucity 
of good roads but also from a gradual deterioration of 
many of the existing roads, the maintenance of which is 
entrusted to local bodies with very inadequate resources. 

The need for a new road policy. 

The rapid extension of motor traffic in India in recent 
times and the obvious facilities offered by mechanised 
road-transport have led to a growing realisation on the 
part of the Central and Provincial Governments of the 
necessity of a comprehensive road programme to co¬ 
ordinate local programmes and evolve common policy. 
Road Boards have already been established in Bombay 
Madras, the Punjab and the United Provinces which 
have got mainly advisory functions. In 1927 the Road. 
Development Committee was appointed by the Govern¬ 
ment of India with Mr. Jayakar as President. That, 
committee recognised the fundamental fact that the 
financial capacity of the Local Government was not fully 
up to the task of road-development in India and as such, 
the Central Government should finance a part of the deve¬ 
lopment programme. The case for such Central aid was 
all the more strong, if we could only remember that the 
Central revenues benefit much from the development of 
roads not only through enhanced railway receipts, but alsD 
through customs and excise receipts from motors and. 
motor-spirit. 
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For the purpose of road development, the committee 
made the following recommendations. 

(1) Additional taxation should be imposed on motor 
cars and motor spirits and the proceeds should be spent 
on road-development. 

(2) There should be license fees for vehicles v>lying for 
hire, the proceeds of which should also be spent on road- 
development. 

(3) With a view to reducing the burden on local 
bodies and enabling them to devote more attention to 
feeder-roads, there should be a re-classification of roads in 
order to transfer some of the local roads to the category 
of arteiial roads. 

(4) More liberal financial assistance should be forth¬ 
coming from l^ovincial funds to the local bodies. 

(5) Railways also should be made to contribute 
towards the construction and maintenance of feeder-roads, 
as they are directly benefited by them. 

(6) Lastly, there should be no levy of road-tolls on 
any traffic, except tolls on bridges. 

The Royal Commission on Indian agriculture expressed 
the opinion that the policy of road-development could be 
much better executed if, instead of depending entirely on 
current revenues, loans were raised for financing road- 
programmes. The Road Committee, however, while 
leaving the decision to raise loans to the discretion of the 
different Local Governments, condemned large schemes of 
road-expansion financed by loans on the ground that the 
Provincial revenue might be mortgaged for long periods 
for the service of such loans at the expense of other equally 
imi)ortaDt departments. In their opinion, loans should be 
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for short pmods only and only for purposes. 

In particular, construction from loans should preferably 
be confined to the more permanent parts of a road project, 
such as a bridge, which have got a more or less calculable 
longevity and whose cost of maintenance is small. 

The Road Committee did not favour reliance on a 
Central Road Board with executive [XJwers administering 
a separate road-fund, or the creation of a Central Road 
Department for giving effect to this new road-programme. 
In their opinion, the task of co-ordination could best be 
discharged by a [Kiriodical Road-Conference of representa¬ 
tives of the Central and Local Governments. They, 
however, recommended the appointment of a Road 
Engineer to the Government of India who was to act as a 
secretary to the Road-Conference. Lastlyt the Committee 
recommended the (jonstitntion of a Central Communica¬ 
tions Department to ensure a co-ordinated policy in res- 
l)ect of tlie development of roads and railways. 

Government of India's response. 

l^^ollowing the recommendation of the Road Committee, 
the Indian Finance Act introduced an increase in import 
and excise duties on motor-spirit from -/4/- to -/6/- per 
gallon which yielded in the first year an additional 
revenue of Rs. 94 lakhs. 

In September 1929 the following conventimi was 
adopted by an official resolution passed by the Indian 
Legislative Assembly, the principal features of which may 
be summarised as follows. 

. (I) To ensure some continuity in road-programmes 
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the increased duties on motor-spirits are to be mnintained 
for a period of 5 years in the first instance. 

(2) The proceeds of tlie additional duties are to be 
spent on road-development and as such should be credited 
to a separate road-developimnt account, 

(3) The annual grant shall be divided ns follows 
Ten i)er cent shall be retained by the Government of India 
as reserve for 2 years, out of which special grants miglvt 
be made for projects beyond the resources of the local 
Governments or for those that concerned more than one 
province or state, or for a bridge over a river on a 
Provincial or state boundary. Out of the remainder, an 
api^ortionmcnt shall be made among the provinces in the 
ratio which the consumption of petrol in each province 
bears to the total consumi)tion in India acx^ording to the 
preceding calendar year. The balance is to be allotted as 
a lumpsum to the Government of India. 

(4) Grants are to be made to each Province for ex¬ 
penditure on such schemes as are approved of by the 
Govemor-Gencral-in-Council with the advice of the Stand¬ 
ing Committee for Roads. 

(5) A Standing Committee for roads is to be consti¬ 
tuted every year, consisting of certain elected and nomi¬ 
nated members of the Indian Legislatures with the chair¬ 
manship of the member of the Governor-General’s Execu¬ 
tive Council in charge of the Road Department. 

(6) This Committee is to advise the Governor-Geheral- 
in-Council in all matters relating to roads inchiding road- 
research. 

(7) AH inroposals for expenditure from the annul 
grant, or its aocnmulated balance, shall be submitted for 
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approval to the {Standing Committee for Roads, sitting as 
Finance Sub-committee. 

Rail-Road Competition. 

With this brief survey of the development of railway 
and road-trans|.)ort in Indiai we now proceed to discuss 
the i)erplcxing problem of rail-road comi)etition. Every 
where in the modern world railway-trausiwrt is suffering 
to a greater or lesser extent from competition with motor- 
transport. Hence, the problem is not in any sense tJeculiar 
to India. 

In a sense, and over a large part of the field, roads and 
vails are complementary to each other, the former carrying 
goods and passengers from the interior to the latter for 
long distance travel. They can, however, be and, indeed, 
tliey are to some extent, competitive, where for instance, 
roads and railways run parallel to each other. In such 
cases, a part of the tratfic is naturally diverted from the 
vails to the roads owing to the greater cheapness and 
greater convenience offered by motorised transport. In 
recent years, this form of comi)etition has assumed 
increasingly serious proportions and as such a great 
deal of mutual bitterness has been engendered between 
tlie rival vested interests. Hence, the talk of co-ordination 
of the two rival forms of transport of which we have 
heard so much in recent years. 

The term, 'co-ordination’ is a much-abused term. 
Railways, talking of co-ordination, were mainly thinking 
of the railway-control of road, while road-transport 
companies, talking about co-ordination, were mainly 
thinking of their plan of exercising unrestricted freedom 
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to undercut the railways and of complaining loudly 
against the alleged iniquities of road-taxation. Co-ordi¬ 
nation, however, properly so-called, should be defined as 
‘the working together of the dififerent forms of transport 
■services in such a way that each performs tliat part of the 
work for which it is best suited, all the time in the 
interests of the passenger public and the trade, industry 
and commerce of the country. Coordination thus implies 
'three things, (1) The economic allocation of functions as 
between different means of transportation: (2) the 
formation and establishment of well-organised joint 
^^^s^ices : and (3) the elimination of coiniietitive waste. 

.Methods of Co-ordination 

Uo-ordination can be attained by the following 
miethods;— 

(a) Unresiricted free competiimi or 

(b) Voluntary intercariier arrangemmt and agreewenU 


(c) State regulation, or 

(d) Complete unification of different^ means of 
Aramportation under one management, or 

(e) A comldmtion of all those methods. 

(a) Of the difiPerent methods referred to above, the 
first one should be summarily dismissed on the ground of 
‘the inevitable waste of social resources Involved in the 
process. Even assuming that competition can ultimately 
•establish a system of transport which is best in the public 
interest, there can be no gain-saying the fact of duplica- 
ttion of transport agencies in the short period. 

,(b) The method of voluntary intercarrier agreement 
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is in many respects an ideal one, and should be attempted! 
first. It involves the setting up of a standing committee’ 
consisting of an uiiual number of representatives of the* 
railway and road companies which shall consider and 
recommcjid measures by wliich the services of both can 
be co-ordinated in the interests of the public. These 
measures will include among others (1) The running of 
road services to and from any railway station within the 
area and (2) the provision of through facilities for railway 
and motor passengers who are to travel partly by raili 
and partly by road. 

The committee should chscide whether any proposed 
road service in its area will be in direct competition with- 
the railway company ; it should also have the right to 
determine the fares whicli should be charged by the rail¬ 
way and road companies respectively. Similarly, the- 
Railway company should not be allowed to operate within- 
the area granted to the Road Company by agreement, nor 
will the Road Company acciuire any interest in any road, 
undertaking which is in direct competition with any 
transpoit service of the Railway Company. In practice,, 
however, the voluntary agreement method has not been 
very successful. The greatest stumbling block, at leash, 
in England, has been excessive railway pressure on. 
Road Companies. Moreover even where agreements are* 
arrived at, because of their voluntary nature, they may. 
not be lasting. The Road Companies will ever have the* 
temptation to challenge the Railways especially as regarde, 
short-distance traffic. Hence the voluntary agreement, 
method may be at best a temporary arrangetteiit and 
.whenever H may be adopted, it should be replaced by a 
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compulsory legislation. Care, however, should be tnken to* 
safeguard adeciuately the interests of the Rond Companies 
before such legislations are passed. 

Unification of all the means of transport might take' 
place either as a result of unrestricted competition or on 
the application of the principle of state socialism. The- 
first alternative involves a painful process, while the 
second alternative iKjcessitatcs a radical transformation) 
of the political outlook of the peoide. Hence the method 
of unification does not appear to be very promising at the- 
present juncture. 

Coordination involves, in the first place, the setting 
up of an adequate co-ordinating macdiinery. Dealing 
with the iJToblem of machinery, the Mitchell-Kirkness 
Committee suggested the creation of a central advisory 
Board of communications with affiliated Provincial Boards 
of communications and divisional Committees. The 
Committee, however, was not in favour of the establisli- 
ment of a permanent whole-time body like the Traffic 
commissioners in Great Britain, where the country has 
been divided into thirteen areas for purposes of control. 

We do not think, however, that ad hoc advisory 
committees can successfully tackle the problem of CO' 
ordination, especially when Railways arc in the charge 
of the central government, while Roads are predominantly 
a provincial concern. We agree with the suggestion of 
Mr. 6. K. Guha that a permanently constituted authority 

the type of the Inter-states commerce commission 
in the U.S.A., with legal authoritative powers of control 
in both inter-provincial and intra-provincial transport, 
matters, and independent of political influence whether. 
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from the central or from the provincial governments, 
would be necessary for purposes of securing proper Co¬ 
ordination. Such an Authority would be essential even 
if Roads and Railways are brought under complete and 
tiniHed state control. The fundamental fact that the 
interests of the different means of transix)rt authorities 
are far from being coincident makes an impartial, judi- 
oially-minded, iudeiKiudent Co-ordinating Authority 
indbrfieiisablc. 

‘Constitution and functions of the Co-ordinating 

Authority. 

The Co-ordinating Autliority should have a President 
•of the rank of a High Court judge. One of the members 
should be a competent transport economist, while the 
.other 2 or 3 members should represent the rivjil transport 
interests. 

The functions to be discharged by such an Authority 
are, indeed, veiy far-reaclung. The Authority must control 
road transport by laying ilowu license regulations, provid¬ 
ing time-tables where necessary, securing reasonable fares, 
; granting monopolies when desirable, avoiding parallel and 
duplicate services, determining proper 'zones’ of competi¬ 
tion, and advising the Government with regard to neces¬ 
sary legislations for purposes of co-ordination. It should 
.also have the right to see whether the Railways are doing 
.their best to serve the public, especially the poor Indian 
passengers, by offering cheap fares, reasonable comforts, 
and proper transport facilities. In short, the Authority 
.mast make genuine attempts to remove all unfair and 
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wasteful competition between the railway and the road 
< 5 ompaoic 8 without standing in the way of the natural 
development of the latter. India requires more and better 
rails and more and better roads. The Authority wc 
envisage will try to secure both with the least amount of 
friction and with the least amount of waste. 

Hirther notes on rail road competition. 

The Railway Case against Road Companies. 

Railways claim that they represent public vested interests, with 
over Rs. 800 crores already invested in them, and that they are 
essential fur long distance, heavy and bulky traffic which can not 
be expected to be properly handled by the road companies. 

Railways are suffering much owing to a diversion of a large 
part of the short traffic, both as regards passengers and goods, 
wherever rails and roads are situated parallel to each other. And 
Railways claim that this competition is unfair on the following 
grounds *— 

I. (a) Railways have got to publish their rates and fares in 
advance, while there is no such corresponding obligation on the 
road companies. This enables the latter to under-cut the former. 

(b) Railways have got to accept all kinds of traffic for which 
facilities exist, while road companies can refuse or pick and choose 
between different kinds of traffic offered. This obligation neces¬ 
sitates the carriage of uneconomical loads and the haulage of 
half-empty wagons. 

(c) Railways can not offer discriminating facilities to individual 
passengers or goods consignments which Road companies can, 
thereby taking away the cream of the Railway traffic. 

(d) Railways have to obey all sorts of regulations as regards 
hours of work and the physical fitness of their staff, maxima and 
minima of rates and fares, compensation for damage or accidents 

> «tc., while road companies are practically exempt from all such 
restriefions. There is hardly any such effective control over road 
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companies. The motor buses are indeed notorious for their over* 
crowdlti}?, irrej^uhr startings, irregular arrivals, accidents for which- 
no compensation is paid, and rudeness towards passengers. 

(e) Again, while Railways Companies have to meet the cost of 
construction and maintenance of track, the cost of the rolling 
stock, and ihe cost of the additional restrictions for the safety and 
convenience of the public, road transport is almost free in these 
respects except for the vehicles and a part of the cost of mainte* 
nance of the roads. 

(f) Lastly, Railways have to operate an adequate and a fixed 
numb^ of services, no matter whether there are passengers or not. 
bii^oad companies are comperativcly free m this respect. 

The Case for the Road Companiei. 

(a) If Road companies have come into existence and partly at 
the Railway’s expense, it is because of the superior service they can 
offer and as such they should not be curbed or restricted. Compar¬ 
ed to Railways, the Road companies are very small concerns and 
as iuch they rather deserve protection at the hand of the state. 

(b) It is no crime of the Road companies if their overhead 
costs as well as operating expenses are low. On the other hand, 
they more than pay for the maintenance of roads as they contribute 
about Rs. 8*30 crores in Central, Provincial, and Local taxes and 
fees of which only Re- i crore is devoted to the Central Road 
Development Account. 

(c) Roads benefit the Government officers, both civil and 
military, the surrounding places, agriculturists, mining and forest 
interests, other road-users such as bullock-carts, cyclists and 
pedestrians, and last but not the least, the Railways both by bring¬ 
ing traffic to them from the interior and by necessitating the Rail¬ 
way carriage of petrol and other road-materials. 

(d) If Road companies thus help the state and the community 
in so many ways, they fail to understand why they should submit 
to such grinding taxation which has been estimated by the Mitchell 
Kirkness committee as varying between i6 to 27% of the total 
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working expenses, rising to as much as 40% in the case of Madras 
owing to exceptionally heavy local taxation there. Even a higher 
scale ot taxation might be acceptable to the Road companies, 
provided it was a taxation for transport, and not on transport, as it 
appears to be at present to a large extent. And lastly, Hoad 
companies can not naturally agree to bear the entire burden of 
road-maintenance, when there are obviously so many other bene¬ 
ficiaries, both direct and indirect. 

(e) Road companies also deny the right of the Railways to 
• operate rival bus services on their own account to pul out of busi¬ 
ness the public companies by icck-lcss rate-cutting, which is 
possible because of their vr.sl financial strength. 


Water Transport 

Before the era of Railways, water transpost played a 
very inaportant part in India. Kven now the part played 
by water-ways in the carriage of bulky commodities within 
India is by no means negligible. TJic reason is that water- 
transport is much less expensive than transport by roads 
and rails except in the case of artificial navigable canals. 
Water-ways in India, however, have suffered much owing 
to the hostility of the railways. ' 

Water-transport can be classified under three heads : 

(a) Oceanic, (b) Inland (c) Coastal. Of these, 
•oceanic transiiort has enjoyed the largest expansion in 
modern times. Although, India suffers from the absence 
•of an indented coast line, and iia.s very few natural bar- 
hours, her central position between the Old and the New 
Worlds equips her for a very flouiishing oceanic trade. 
The total value of the sea-l)orne trade of India in 
anerohandise and treasure was estimated at Es. 01619 
•crores in 1928-9. Five-sixth of this trade is concentrated 
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in tlie five principal ports of India and Burma namely 
Karachi, Bombay, Rangoon, Madras and Calcutta ; and 
about 12 million tons per year is carried, but the share of 
the Indians in oceanic trade is about 2%. As regards- 
inlmid navigation it is generally confined to the great 
Hindusthan rivers, namely the Ganges, the Brahmaputra 
and the Indus. The Ganges is navigable as lugh as 
Cawnporc, although competition with Railways hns greatly 
affected its traffic. The Indus is navigable as far as 
Dchra Ismail Khan in the North West Frontier Province,- 
800 miles inland. Th(5 Brahmaputra is navigable by 
steamer as high as Dibrugarh. Some of the tributaries 
of these rivers are also navigable at least for a part of the 
year. 

The Doccaii rivers, however, are not so well-adapted 
for steam navigation. At best they are navigable for a 
part of the year. Only the Mahanadi, the Godabari and 
the Krishna are navigable in their upper reaches, but the 
traffic on them is rather slight. 

Inland navigation was largely resorted to in the old 
days and there was a considerable volume of river traffic 
in the time of the Mauryan and the Moghul empires. 

At one time there was a good deal of agitation in 
favour of navigable canals. As early as 1872 Sir Arthur 
Cotton placed a very ambitious scheme of steam-nnviga- 
tion before a Parliaraentaiy Committee whose estimated 
capital cost was £ 30,000,000. The schemer however, was- 
not accepted, partly because of the heavy expenditure 
it entailed, partly because of the Englishman’s distrust 
of the value of canals and partly because of the opposition 
by Railway interests. For some time,, while Railways^ 
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were a losing concern, there was some enthusiasm for navi¬ 
gation which, however vanished away with the emergence* 
of Railway profits in the beginning of the present century. 
The case for steam navigation has been still further weak¬ 
ened by the exigencies of various irrigation projects which • 
account for a large quantity of river-water that could''* 
be utilised for navigation purix>ses. Nonetheless, there* 
is some room for improvement in the existing water-ways. 
The Industrial Commission recommends the formation of 
a Water-ways Tnist particularly in areas served by both* 
Railways and Steam Companies, with a view to relieving' 
any congestion in the railway system. The development 
of Road Companies, however, has created a new situation 
which makes the old remedy obsolete. Lastly, we come 
to coastal transport. The total value of our coastal trade in • 
1932-33 was Rs. 153’47 crores, and about 5 million tona 
are annually carried by ships engaged in coasting trade in' 
India. Unfortunately, however, the share of the Indians 
amounts to only 13%, the rest being practically mono¬ 
polised by a few large British Navigation Companies. 
These Companies have formed themselves into a con¬ 
ference, which charges exorbitant rates on goods shipped 
from one Indian port to another, compared to the rates on - 
goods in transit to and from foreign countries, thereby 
neutralising the natural protection which an Indian in¬ 
dustry might expect to enjoy by reason of its situation 
relatively to foreign centres. The conference has also 
been responsible for persistent and organized efforts, so • 
far remarkably successful, aimed at the crushing of 
Indian mercantile enterprise by various clubbing devices - 
such as the deferred rebate system and rate wars. 
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Deferred rebate system. 

The system has been described as follows—“The 
shipping; companies issue a notice or circnlar to shippers 
informing them that if at the end of a certain period 
they have not shipixjd goods by any vessel other than 
those despatched by members of the company, they will 
be credited with a sum equivalent to a certain part 
(usually 10% of tlvo a{rgregat<i freights paid on the 
shipment during that period) and that this sum will be 
paid over to them, if at tlie end of a further iJeriod, they 
have continued to confine their shipments to vessels 
belonging to members of the conference. The sum so 
paid is known as a deferred re/mte” The system thus 
serves to confine the loyalty of shipiK^rs to the .British 
shipping ring with the help of reduced freight charge 
which l)e(?omes all the more attractive because it takes 
the shaiw of a bonus payable at the close of two succes¬ 
sive periods of loyalty. 

The deferred rebate method is not the only method 
. employed by British Shipping Companies for throttling 
the Indian mcreantile (‘oncorns. The conference also does 
not hc.sitnte to resort to reckless rate-cutting as soon as 
an Indian compr^titor comes upon the field, until the 
latter is driven to liquidation. 

Indian shipping concerns also suffer from the hostility 
displayed both by the Government of India, and British 
Insurance Companies. The former entrusts the carriage of 
Government mails as well as of Government stores to the 
British concerns to the exclusion of the Indian ones, while 
..the latter regard all Indian ilbipping companies as second- 
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•class risks although they might be regarded as first class 
risks by London experts. Thus, British vested interests 
and the old racial prejudice have come to be t'.ie greatest 
stumbling block on the way to prosiHjrity of indigenous 
coastal shipping. The situi tion becomes all the more 
deplorable, if we remember that these foreign companies 
offer practically no facility to Indians for qualifying 
themselves fer the higher posts, although tiie crew is 
largely Indian in composition. 

If India is thus in a vei*y unenviable position the 
state of the Indian ship-building industry is hardly 
better. The number of ships built in India amounts to 
only 22 as against 17000 ships built in the whole world in 
the 10 years previous to the War. There arc no suitable 
ship-building yards in India for large ships and even the 
few existing repair-ships are controlled by non-Indians. 
But there was a time^ not long ago, when ships built in 
India were regarded as greatly superior to Eiirot)ean ships 
including British. Speaking of the period at the death 
• of Akbar, Moreland observes that the great bulk of the 
commerce of the Indian seas was carried in slyps built in 
India and that India had passenger-ships much larger 
than any in contemporary Europe, with the pc dblc 
exception of the Portuguese. It was the introduction of 
iron-built ships and of mechanised sea-transport, coupled 
with the jealousy of the British shipping concerns and the 
operation of the British Navigation Act, that ultimately 
brought about the downfall of the Indian shipfnng and 
.the ship-building industries. 

27 
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The cate for an Indian Mercantile Marine. 

Indian national aspirations, both economic and politi¬ 
cal, have naturally insisted on the revival of an Indian 
mercantile marine with the help of sl^te-aid, both legis¬ 
lative and fiscal. The systematic manner in which Indian 
shipping has been throttled by British shipping interests,- 
has naturally aroused the greatest public indignation in 
the country, and the creation of a mercantile marine, 
Indian in ownership and composition, has become one of 
the greatest objectives of Indian nationalism. 

Apart from nationalism, pure economic considerations 
also justify our aspirations ns regards the establishment 
of a national shipping industry. India possesses undoubt¬ 
ed natural facility both for shipping and ship-building. 
We have got a large home market as well as raw-materials 
and cheap-labour. All that we require is state-aid both 
by way of subsidy to the Indian ship-building industry' 
and rcser\^ation of coastal traffic for Indian shipping. 
Even highly industrialised countries like Japan, the 
U. S. A. and Germany found state-intervention necessary 
for building up their own national Mercantile Marine in' 
the face of powerful competition from British shipping 
concerns. Even England, who was regarded in the pre-^ 
war period as the world’s ocean-carrier, built’ up her' 
maritime greatness with the help of a series of Naviga-- 
tion Acts from the time of Queen Elizabeth onwards 
and in recent times has again found it’ necessary to sub¬ 
sidise certain branches of shipping which have been 
experiencing great difficulties in holding their own, thanks* 
to foreign competition. India, therefore, is in very good. 
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company in asking for a subsidy for building up her own 
mercantile marine. 

Secondly, India demands the compulsory reservation 
of all coastal traffic for Indian shipping. Here also India 
is in very good company as the principle of reservation of 
coastal traffic has been jidopted practically by all the 
nations of the world. Unfortunately, however, the British 
vested interests once more stand in our way and there 
are clauses in India's new constitution under the euphe* 
mistic heading of *'safe-guards and commercial discri¬ 
mination” which i)ractically debar for all time the proposed 
Federal Legislature from passing any bill for such 
resen^atiojis. 

In this connection, we might briefly refer to Mr. Haji's 
unsuccessful efforts in 1928 and 1929. In 1928 Mr. Haji 
moved a bill in the Indian Legislative Assembly for the 
reservation of coastal traffic for Indian shipping. Accord¬ 
ing to the Bill, at least 75% of the shares of any shipping 
concern, operating in Indian coastal waters, were to be 
owned by Indians. The Chairman as well as not less 
than 75% of the Board of Directors were also to be 
Indians. The reservation was to be gradual extending 
over a five-year period. As regards the existing lines, 
they might either be purchased by the Government with a 
view ultimately to handing them over to Indian com¬ 
panies or they might be gradually Indianised. The Bill 
was referred to a Select Committee out of which it 
emerged practically unchanged. The Viceroy before 
taking any action summoned a conference of Indian and 
British shippers which naturally revealed a fundamental 
cleavage of opinion between the British and the Indian 
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pro\u)8, which offered to the Viceroy the necessary pretext 
for (ioferrin:; the Government’s decisions on the subject, 
pending the completion of the Round Table Conference’s 
d(‘libcriitions on Commercial Safeguards and Discrimina¬ 
tion. And we need not repeat here what the deliberations 
coiiM come to. 

In 1029 Mr. Haji introduced a complementary Bill for 
the abolition of the deferred rebate system. While the 
pHr|)ose of the first Bill was to drive out the foreigners 
from Indian coastal traffic, that of the second was to 
ensure a fair distribution of business among the various 
Indian companies. Although in Mr. Haji’s opinion the 
second Bill was quite independent of tlie fate of the first 
one, Sir George Rainy, the then Commerce Member, 
contended that the second Bill should wait until the 
earlier one was disposed of, one way or the other. He also 
defended the deferred rebate system on the ground that 
it ensured regularity of service, stability of freights and 
equality between large and small shippers, without being 
able to offer any convincing argument for his contention. 
He also criticised the Bill on the ground that it could 
not prevent or mitigate the rate-war that was going on. 
Thus, both the Bills of Mr. Hazi were toriiedoed by the 
Government’s hostility. 

Conclusions 

It is clear from the previous account that Indian as- 
pir'^tions regnniing a national mercantile marine can 
hardly be fulfilled unless India gains greater control over 
her own destiny than what is offered by the Government 
of India Act of IQS'). Nonetheless it is well for us to 
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cherish that dream and bear clearly in mind our 
programme of action in this respect, so that we might 
give effect to it as soon as we obtain the necessary 
political powers. We require a national mercantile marine 
because it would help to make us sclf-suilicient, because 
it would open new avenues of employment to Indians, in¬ 
crease our national wealth and give rise to highly remu¬ 
nerative subsidiary industries like ship-building, murine 
engineernig and marine insurance. Last, but not the 
least, an Indian mercantile marine will be invaluable 
in times of war in as much as apart from making 
us self-sufficient in the place cf existing dependance 
upon foreign shipping companies, it can be turned 
to military purposes, if the necessity arises. The aigunient 
sometimes advanced by interested foreigners that Indians 
are unfit for building up their own mercantile marine on 
account of their lack of sea-going habits is a down¬ 
right tissue of lies as Indians have always been a seafar¬ 
ing people from 400 B.C. to 1800 A. D. and that Britaiii 
herself had to take infinite pains to drive out Indians 
from the Indian territorial waters. , 

Recommendations of the Mercantile Marine 
Committee ( 1923) 

Before concluding this chapter, we summarise briefly 
the principal recommendations of the Mercantile Marine 
Committee (1923) which was ai)pointed by the Governn^nt 
in response to insistent popular demand : 

(1) For the training of Indian officers, there should be 
a training ship at Bombay. (This recommendation has 
been accepted by the Government and the Royal Indian 
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Marine vessel ^Dufierin’ is bein^ utilised for the training 
of Indian cadets.) 

(2) Provision should be made in engineering colleges 
for the training of marine engineers. 

(3) The coastal trade should be gradually reserved 
for Indian shipping. Shipping companies should be 
registered in rupee capital, with predominant Indian 
ownership and management, and with obligations to take 
Indian apprentices with a view to tlie gradual Indianisa- 
tion of tlie officers' and engineers' posts. 

(4) One of the existing British shipping concerns 
should bo purchased by the Government and transferred 
over to Indian ownersliip and control. 

(5) As soon as Indian shipping companies prove their 
efficiency in coastal traffic, the question of granting to 
them bounties for overseas transport should be considered. 

(0) Preference should be granted to Indian shipping 
companies for the carrying of tfic Royal Mail and of 
Government stores. 

(7) Calcutta should be the centre of the Indian shijv 
building industry, owing to its vicinity to coal and iron 
mines and constructional bounties should be granted to 
that industry to make up the difference between the for¬ 
eign and demestio costs of production, subject to a maxi¬ 
mum of 25% of the foi’cign price. 

(8) Other facilities should be granted to the Indian 
ship-building industry by way of cheap loans, assistance in 
acquiring a suitable site, extension of Government and 
Port Tnist patronage regarding cost, supply of expert 
assistance from abroad and the establishment of schools 
and colleges in India for the study of naval architecture* 
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Thus,'the recomiiieDdations of the Mercantile Marine 
'Committee are fairly far-reaching. Unfortunatly, the 
Government of India has earned an iinenviaide reputation 
for appointing expert committees whose published reports 
are invariably pigeon-holed and are destined never to see 
t the light of the day again. 



CHAPTER XVIII. 


INDIA’S FOREIGN TRADE. 

Historical Retrospect. 

W« liavc alresuiy rofeiTftd to India’s extensive foreign! 
trade in the ancient period. As early as 3000 B. C. 
India had trade relations witli Babylon. Egyptian nmm-- 
mies, supposed to belong to 2000 B. C. have been found to- 
be clothed in the finest Indian muslins. India also had a 
flourishing trade with ancient Greece, ancient Rome,. 
Arabia, Persia and China. 

In tho.se days there were both sea-routes and land- 
routes followed by India’s foreign trade. The Indian ports 
were mostly situated in Sind, Malabar, the Coromandel 
Coast, Orissa and Bengal. In particular, Tamralipti 
(modern Taniluk) in Bengal was a very important i)ort. 

The land routes emanated from India’s north-west and 
north-east frontiers. The former connected India with 
Afghanistan, Persia, Central Asia, China, and evea 
distant Japan ; while the latter connected India with. 
Burma, the Malay Peninsula, Champa (the present French 
Indo-China) and Southern China. There were also direct 
land-routes connecting India with Tibet, Nepal, Bhutan 
aud Sikkim. 

India’s foreign trade in those days, however, was con¬ 
fined to only rare and costly commodities, the principal 
articles of export were textile manufactures^ ivory, metal¬ 
ware, perfumes, spices, etc, while the principal imports^ 
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were brass, tin, lead, wines, horses, etc. There was also a 
large entrepot trade in pearls, silks, porcelain and pre¬ 
cious stones. As wo have already stated elsewhere, 
India had a flourishing fleet of merchantmen in those 
days, which largely served as a carrier of India’s sea-borne 
trade to and from far-flung coiintrioH. 

Foreign trade in the middle ages. 

With the l)eginning of the so-called Moslem period of 
Indian History, certain now factors came into play. Inevi¬ 
tably, the land-routes across the north-west frontier 
increased in importance as the Moslems came into India 
through that region. There were two such routes, one 
connecting Lahore with Kabul, and anotiier connecting 
Multan with Kandahar. 

There was also regular oceanic trade largely controlled: 
by the Moslems. Once more the Malabar and the Coro¬ 
mandel coasts came into prominence, and to a lesser ex¬ 
tent, the Gulf of Cambay. Calicut was a great centre for 
6ntrei)ot trade. 

The nature of India’s exports and imports, however, did' 
not materially differ from their ancient counter-part. The 
main Indian experts were textile manufactures, indigo^ 
spices, opium, pepper,* drugs, etc. while her main imports 
were horses, jewels, gold, copper, tin, zinc, lead, amber' 
and precious stones. 

The Discovery of the Cape Route and after. 

Alike in the classical and medieval epochs, India 
always loomed large in the Western imagination as the* 
“Golden Ind”, the land over-flowing with milk and honey^ 
so to say. Hence, as soon as the clarion call of the Renai- 
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ssaijce woke up Kuropc from her somnolent stupor of u 
thousand years, some of the most adventurous spirits of 
Europe at once took up in earnest the intriguing task of 
discovering }i direct sea-route to India. That great quest 
at first resulted in the discovery of America by (^Jolumbus. 
But it was reserved for the Portuguese sailor, Vasco Do 
Gama, to round the OafK? of Good Hope and to set his foot 

on the Indian soil, the first European to perform this feat 
exclusively by sea-voyage. 

The discovery of the Capo route radically transformed 
the nature of India’s commercial intercourse with Europe. 
Formerly, Indian products were carried by Arab merchants 
to Aden and thence carried by land and water to the 
Mediterranean coast. There they passed into the luiuds of 
Italian traders of Venice and Genoa who were responsible 
for their ultimate disLXisal in tlie different parts of Europe. 
The discovery of tlie Cape route, however, offered a unique 
opi)oi*tunity to Portuguese merchants who naturally wanted 
to monopolise the whole of India’s trade with Europe at 
the exiiense of the Arabs and the Italians. 

In the first round of the contest, the Portuguese won 
very easily, as the Arabs were no match for those hardy 
Euroiieans whose cupidity was all the more strengthened 
by their Christian zeal against the infidels who had caused 
> them so much troubles nearer home in the not too remote 
. past. But the very success of the Portuguese aroused the 
jealousy of their Northern neighbours, and erelong the 
English, the French and the Dutch fitted out their own 
fleets of merchantmen for fighting the Portuguese in India 
. and the East Indies for the dual satisfaction of their 
.commercial instinct and anti-inquisition zeal. We are 



India’s foreign trade 


427 


toot concerned here with the details of the great struggle 
which ultimately resulted in the triumph of the flnglish in 
India and of the Dutch in the East Indies. 

The victory of the British East India Company not 
• only over the rival European Powers, but also over the 
numerous Potentates in India, however secured, naturally 
gave it virtual monopoly of India's trade with Europe. 

For some time, the character of the Indian trade was 
unaltered, the East Indian Company acting as the sole 
agent for tlie disposal of Indian rare piniducts like textile 
and silk manufactures, etc. in the European market, partly 
at the expense of British manufacturers who naturally 
made the most clamorous protests and managed to secure 
prohibition, either partial or complete, of various Indian 
textile products. 

The Industrial Revolution and after. 

The Industrial Revolution which took place in England 
from 1760 onwards and gradually transformed the old 
methods of manufacture, agriculture and transport all the 
world over, was ultimately destined to exercise far-rcach- 

I 

ing influence upon the nature and volume of India’s foreign 
trade. The East India Company, so long content to cany 
on Indo-European trade along the old, oi'thodox channels, 
now adjusted itself to the new situation and began to 
treat India as a colony, i. e, as a market for British manu¬ 
factured goods and as a source of supply of raw mate¬ 
rials and food-stuffs to Great Britain. That policy was 
fulfilled by the opening up of Railways in India connecting 
the ports with the interior, the gradual abobtion of all 
internal customs barriers, the establishment of a uniform 



42N 


INDIAN ECONOMICS 


rupee currency throughout India, and by the progressive 
realisation of free trade. Thus a New Era started in the 
Irido-British commercial relations of which the end is not 
yet in sight. 

The Suez Canal and after. 

The opening of the Suez Canal in 1864-65 which 
brought England nearer to India by 3000 miles gradually 
revolutionised the character of Indians commercial relations 
with Great Britain. It accelerated the use of steam ships 
besides bringing about economics of time and distance. 
It was also a happy coincidence that the digging of the 
canal was coeval with extensive improvement in the 
world of steam navigation. At the same time the different 
parts of India became telegraphically connected and lastly 
in 1870 cables were sunk to the bottom of the seas, 
connecting India with Great Britain. It was the cumula¬ 
tive effect of railways and telegraphs, steamships and 
cables that silently but surely brought about a commercial 
revolution within a short space of time. The easy means 
of communication between Europe and India, besides 
facilitating the 6ow of trade between the two continents, 
was pregnant with significance from another point of view. 
There was a steady and growing influx of British capital 
and enterprise into India which, perhaps, would never 
have been otherwise i)ossible in India. The abundant 
natural resources of India, hitherto untapped, now began 
to be recklessly exploited primarily for the benefit of the 
British commercial community. 

Foreign trade 1870*^1900. 

Daring this period, there was on the whole an enor- - 
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mous increase in the volume o£ India’s trade with Great 
Britain althoiiiih progress was by no means uniform. From 
-an annual average of 99L'44 millions of rupees, during the 
' quinquennium which ended in 1873-74, the aggregate 
value of total trade of India went to Rs. 1973.63 millions 
during the quinquennium which ended in 1893-94. During 
the same period India’s population increased at an annual 
average rate of not more than 1%. The increase might well 
have been greater still, if there had not been wide-spread 
famine and currency troubles in India, following the 
depreciation in the world value of silver and commercial 
depression outside. Commercial progress, however, re¬ 
ceived a check between the period lying between 1894 and 
1900. Although in 1893 India .abandoned silver mono¬ 
metallism to cscai)c from ever-increasing strain on her 
exchange, various factors coiwpired to bring about a gene¬ 
ral trade depression in Europe and budgetory difficulties in 
India, which compelled the Government of India to in¬ 
crease various customs-duties which had a natural restric¬ 
tive influence on the volume of trade. 

. Foreign trade 1900—1913 

With the openirg of the 20th century there was 
ushered in an ei)och of unprecedented and world-wide 

• commercial prosperity, thanks largely to increased output 
of gold and consequent rise in prices. For India the first 

• year of the century was anything but dark on accotint of 
a wide-spread famine and a plague epidemic but from the 
second year onwards, good times returned. The total value 

•of India*s trade increased from Rs. 21108 lakhs in 
1901-1902 to Rs. 34697 lakhs in 1913-14. 
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Foreign trade during the war. 

The Great war brought about the first serious set-back 
to the progress of ludia’s foreign trade which began from' 
1001-2 onwards. The reasons are not far to seek. In the 
first place, India lost her valuable inarKets in the enemy 
countries as well as in their occi^ied territories. This 
meant the loss of Germany who wa^ Indians best customer 
after Great Britain, Belgium, Servia, Montenegro, Poland, 
Rumania, large-tracts of Russia and Northern France. 

Secomlhj, there was a virtual stoi)page of trade with 
such allies as Russia. When the narrow bottle-ne(;ks of 
the Baltic and Black sea were corked and sealed by 
Germany and Turkey respectively, commerce with Russia 
was extremely difikult to carry on. 

India's trade with neutral countries was also ^ 
greatly hampered by measures of countraband and of 
blockade resorted to by enemy countries as well as by the 
activities of enemy submarines like Emden and Konigs- 
burg. 

Fourthly, even our trade with the Allies like England 
France, and others suffered on account of shortage of 
tonnage brought about partly by the withdrawal of enemy 
tonnage and partly by the commandeiing of Allied 
tonnage for military purposes^ 

Fifthly^ the general impovertshment of European belli¬ 
gerents and neutrals also affected the total volume of 
trade. 

Lastly^ India's situation relatively to the war-fronts- 
greatly affected the nature of her commercial relations 
with the world. Countries like the U. S. A., Canada,. 
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Brazil and Argentine were in a better position than * 
India to supply raw materials and food-stuffs to ICuropCr 
while the IT. S. A. and Japan were in a better position to 
export manufactured goods to India. 

The war, however, had one healthy effect in that it 
stimulated for the first time the export of Indian manu¬ 
factures like cotton piecegoods, jute bags, leather goods 
and iron and steel goods. 

Post'War foreign trade. 

The cessation of the war was iinmcdiatcly followed 
by a sudden expansion of Indian exports as there 
was a great demand for Indian produce on the part 
of the Western Countries for the re-organisation of 
their industries. The increase would have been more 
marked but for exchange difficulties, labour troubles and 
lack of transhipment facilities experienced by India at 
that time. There was also an embargo on the export of 
cereals owing to famine conditions prevailing in India. 

But this expansion was most unstable and was soon 
followed by a prolonged recession for which bpth internal 
and external conditions were responsible. As regards 
internal co'nditions, the most ix)werful factor was the 
failure of the Government to stabilise the rate of exchange 
which rose up even beyond 2s (gold). This high rate of 
exchange paralysed Indian ' exports while stimulating 
foreign imports. The reasult was that the balance of 
trade went heavily against India to the extent of Rs. 79'8 
crores in 19J1-21, and to Rs. 33'93 crores in 1921-22. 

The external factors responsible for that recession 
were mainly the devastated state of Central Europe, wide* 
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• spro'id disor;i;Muis-)tioii of currency and exchange and a 

• senselesd policy of deflation first started by the U. S. A. 
which was later on followed by other countries out of a 
fanatic faith in the sacrosanct nature of the pre-war price- 
level. 

From 1923-24, however, to 1929-30 there was a general 
■ trade recovery in which India participated to some 
.extent. The factors leading to the revival were the gra- 
. dll'll reorganisation of European currency and exchange, 
agreements as regards war-debts and rep‘»rations on the 
b'lsis of the D.iwes and subsequentty the Young plan, a 
series of successful harvests in India, stability of the 
rupee-exchange and relative political calm. The total 
value of Indian trade which stood at Ks.427 crores in 1913 
and at Rs 3t>0 crorcs in 1923 increased to Rs 429 crores in 
; 1927, touching the highest i>eak in 1929 when it stood at 
Rs 452 crores, 

Analysis of Indian Post-war trade shows that Indian 
export trade revived much earlier than impoi*t. In 
1923-24, Indian export closely approximated to its pre-war 
dimensions while it was not till 1928-29 that the volume 
. of imports regained its pre-war level. This was largely 
due to the lack of adjustment between the import and 
. export prices. 

Another noticeable feature is that while the volume 
curve (i.e. the curve representing the values recalculated 
on the basis of the pre-war price-level) and the value curve 
»{%.€, the curve of recorded values) both exhibit a marked 
tendency towards steady recovery, the former stands 
• on far lower plane compared to the latter, and, on the 
«other hand, while there are sharp depressions afiecting the 
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former is practically free from such oscillations. Thus, 
the actual recovery and expansion of trade was even more 
regular than might appear from a superficial observation 

• of the published trade returns. 

The most depressing as^tect of the post-war trade 
I revival is that revival of the Indian trade both in regard 
to imports and exports was more slow and less marked 
'than the trade of almost every other country. This is 
e8i)ecially in contrast with our la’e-war records when we 
wepe easily in the van of iirogress. 

Foreign trade and the great depression. 

'^Tlie^eady recovery of world trade which began from 
1923 reached its highest i)eak in 1929 when it was over- 
•taken by an unprecedented cri.sis following a complete 

• collapse of the wall street stock exchange. Though the ball 
'was set rolling by the collapse of the American speculative 
boom there were various other factors at work which 

• served to accentuate to an unprecedented extent the great 
depression. It is beyond our province to make any detailed 
analysis of the causes of depression ; we shrill, therefore, 
i mention the outstanding factors. 

In the first placet the long-period causes of the 
'depression are to be traced to the post-war legacies of 
Reparations and Inter-allied Debts which were bound to 
•create a huge maldistribution in the world^s total supply 
of gold, large-scale defaults on the part of debtor countries 
Rnd the consequent faflure of confidence and cessation 
«of foreign lending, 

SecoMyt intense nationalism, economic, financial and. 
28 
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political was also responsible for great hardships and 
devastations to the weaker countries which could not 
ultimately help affecting the stronger ones. 

Thirdly, over-iwoductiou, both industrial and agricultU' 
ral, owing to rationalization and the hectic development of 
colonial and other backward regions, the niggardliness of 
the gold mines, tlic lack of collaboration among the world^s 
leading Central Banks,—all these consirired to bring about 
an unprecedented fall in prices from which recovery was 
l)oiind to be very slow and difficult, 

LastliM there was a great i)olitical unrest owing to tlie 
growing discontent of “Have-not^ Powers like Japan, 
Germany and Italy, the failure of the Disarmament con¬ 
ference, the civil'war in India, etc. which destroyed con- 
iidence and thus served to deepen the Depression. 

The great economic blizzard naturally had very serious 
repercussions iUK)n the volume of India’s foreign trade. 
Both our exports and imports began to decline, the former 
more than the latter owing to the greater fall of agricul^ 
turnl prices. Compared to 1928-29, the peak of the pOBt-- 
war recovery, a decline of 5% for our imports and of 6% 
for our eximrts was registered in 1929-30. In the following 
year, in 1930-31f imports declined further by 31*7% 
and exports (iucltidiug re-exports) by 29%, compared to the 
level of trade in 1929-30. 

In September 1931, England went off the gold standard 
and India followed suit. Although the depreciation of 
the pound-sterling and therefore of the rupee (as rupee wae 
still linked to sterling at the old level) wae naturally expec¬ 
ted to check the growing deflationary tendency, prices in* 
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India after slightly looking up for some timl again revert¬ 
ed to the downward plunge. Thus, ot^r merchandise 
exports declined in value from Rs. 225'G crores in 1930-31 
to Rs. 160*5 crores in 1931-32, while the value of our 
imports declined in the same period from Rs. 164*8 crores 
to Rs 126*3 crores. But it should be remembered that 
although the returns show a favourable balance of trade, 
it is largely due to the huge extJortation cf gold on private 
merchandise account which began with India’s abandon* 
mcnt of the so-called Gold Bullion Standard owing to the 
great rise in the rupee price of gold and which has 
incidentally saved the Government of India from extreme 
embarrassments in the maintenance of the existing rupee 
sterling exchange, that would have otherwise occurred. 

The next year 1932-33, though it had a rather tn'omis* 
ing beginning on account of the deliberations of the 
Lausanne Conference which recommended a complete 
clean state with regard to reparations and war-debts, how¬ 
ever, closed in a very gloomy atmosphere owing to 
America’s refusal to fall into line. That year was also 
marked by the 6nal break-down of the Disanmament Con¬ 
ference which was followed by intense economic nationa¬ 
lism, leading to a further raising of the Tarifif wall and 
consequent dwindling of international trade. India’s 
foreign trade accordingly, suffered a still further decline, 
the total value of merchandise imports being Rs. 133 
crores and that of exports being Rs. 136 crores.' Once 
more the export of gold (worth Rs. 65 crores) on private 
merchandise account helped to mainlain a favourable 
balance of trade. 
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The fifth year of the world economic depression, 1933- 
34 was destined to be a turning ix>int for the prevalent 
economic forces. Tha-t year was marked by the defection 
of Germany and Japan from the League of Nationis, EVesi- 
dent Roosevelt’s launchiug of the ill-fated New Deal Cam- 
[mign, and the conclusion of the Ottawa Agreement on 
Inter-imiKjrial economic relationships. Of more direct im- 
portan(;e to India were, l^esides the Ottawa Agreement, the 
Indo-Japariese Trade Agreement and to a lesser extcjnt, the 
Mody-Lees Pact. Following these developments there was 
the expansion of Indian exports to the tunc of Rs. 14 ei’ores 
or 10 per cent wliile imports continued to decline to the 
tune of Rs. 17 crores or 13 per cent. India once more en¬ 
joyed her normal favourable balance of trade,, ireespective 
of her gold shipments. The next year 1934-35 was marked 
by a very slow recovery of world trade. The craze for 
national sclf-sufiiciency continued unabated, while the sil¬ 
ver purchase [wlicy of the U. S. A. ultimately drove China 
from her moorings bn the silver dollar, making confusion 
worse confounded. In India, the industrial position was 
fairly maintained, while the agricultural situation showed 
some improvement, thankb to various restriction schemes. 
As regards foreign trade, there was a slight improvement 
of both exports and imports,the former by a paltry 3 per 
cent and the latter by as much as 15 per cent. Again, it 
was the gold export valued at^s. 522; crores which main¬ 
tained a favourable balance of itrade. 

During the last three years, there has been still further 
improvement of our foreign trad^ along with the gradual 
worid recovery which has, paradh^ically enov^sh, received 
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a tremendous fillip from the present mad armaments raee. 
A few months ago, there was a miniature Stock Exchange 
crisis in the U. S. A. which has been followed by a general 
recession. Moreover, the world’s i)olitical outlook is 
anything but extremely ominous, the recent Munich Agree¬ 
ment which has paved the way for Germany’s domination 
of Central and Sonth-P]n8tem Europe, and the Japanese 
drive in South China, not to speak of Mussolini’s dream 
of supremacy in the Mediterranean,—all these are highly 
disturbing factors. Autarchy is the prevalent key-note 
in almost every country. We can not, therefore, look for¬ 
ward to any considerable expansion of world trade for 
some time to come yet. Nevertheless, even within the limit, 
cd opiX)rtunties we have got, there can bci considerable ex¬ 
pansion of Indian foreign trade, if we can finally get out of 
the Ottawa Agreement (which, though denounced by the 
Indian Legislature, stiU continues to govern our foreign 
trade) and enter into all sorts of bilateral trade agreements 
with foreign countries. In particular, the present Sino- 
Japanese war offers a unique opportunity to Indian manu¬ 
facturers to capture some of the markets formerly supplied 
by Japan. Unfortunately, the present irresponsible Govern¬ 
ment of India does not take any interest in such matters. 
The result is a policy of drift which practically leads us 
nowhere. 



^8 INDIAN ECONOMICS 

AN ANALYSIS OF INDIANS FOREIGN TRADE 
BEFORE AND AFTER THE WAR. 

Pre-war distribution of foreign trade. 

Although Great Britain has always been India's best 
customer and greatest supplier, the closing years before the 
war revealed a tendency towards diversion of Indian trade 
on both the import and the export side, from Great 
Britain. Whereas at the close of tlie lOtli. century, 
the United Kingdom's share of Indian imiwrts was 69%, 
while Germany contributed 2*4%, the U. S. A. 17% and 
Japan only 0*6%, by 1913-14, the share of the U. K. 
came down to 64*1%, while that of Germany increa¬ 
sed to 6*9% and those of Japan and the U. S. A. to 
2*6% each. 

Similar tendencies were also discernible on the side 
of Indian ex()orts. Whereas at the beginning of the 
present century, the United Kingdom absorbed 29?4 of 
our total exports, the far East some 24%, the U.S.A. some 
%% and other countries the remaining 15% ; by 1914 the 
British share was reduced to 24%, while that of conti¬ 
nental Europe rose to 29%, the far East absorbing only 
17%, the U.S.A. 9%, and other countries the remaining 
21%. Thus, what the United Kingdom lost, continental 
Europe gained. Before the war, Germany was India's 
greatest customer after Great Britain, Japan occupying 
the third position. 

During the Great War, the position of the United 
Kingdom in the Indian market suffered further deteri¬ 
oration, owing to her pre-occupation with war industries, 
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tthe control exerciBed upon her exports by His Majesty’s 
Government and the restrictive influence of high prices 
tthen prevailing in Great Britain. The result was a 
decline of the British share of our total imports from 
«64'1% in 1913-14 to 45 o% in 1918-19. The war also 
witnessed the virtual exit of Germany from the Indian 
market. These two factors presented a unique o|)tx>rtiinity 
(to Japan and the U.S.A. who immediately stepped in and 
began to supply commodities like iron and steel, hardware, 
•cotton piece-goods, glassware, pai)er, dye-stuffs, et<*,. 
which had been formerly imported from the United 
iKingdom. The entry of Japan into the Indian market 
was destined to be highly significant, as Japan took a leaf 
•out of the book of pre-war Germany and made a special 
•study of Indian requirements, while her exchange banks 
:gave her great credit facilities for carrying on her Indian 
4rnde. 

As regards Indian exports, the war, of course, in¬ 
creased the imi)ortance of Great Britain in particular, 
and of the British Empire in general as a market for 
Indian goods, thanks to excessive war-time Tequirements 
and various restrictions on trade even with neutral 
countries. The result was a rise in the share of the 
•United Kingdom from 23*4% in 1913-14 to 29'2% in 1918- 
19, while the British Empire’s share rose from the pre-war 
average of 41*1% to 51*7% 

Germany, France and Belgium of course, had practi- 
•caliy disappeared as markets for Indian goods. Japan and 
{|he U.S.A. on the other hand, in accordance with thrir 
new policy of closer economic relationships with India 
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increased their share of Indian exports from 9'2% 8’9% 

in 1913-14 to 121% and 13-8% respectively in 191849. 

Pott'war tendencies of India’s foreign trade. 

In the ix)8t-war iHjriod, the tendencies which we have 
already noticed to be in operation in the pre-war regime 
became more and more manifest, at least so far as Great 
Britain was concerned. British exiwrts to India began 
to decline more and more, thanks to a variety of factors 
such as the over-valuation of the pound-sterling when 
Kngland returned to gold on the old level in 1925, the coal- 
strike in Great Britain in 1926-27, the absence of proper 
rationalisation, the gradual development of manufacturing 
industries in India under the fostering care of i)rotection,. 
and last, but not least, ke(‘n competition in the Indian 
market from Jaimn, the U.S.A. and Germany. Political 
agitation in India demanding the boycott of British goods 
also had some part to play in bringing about the general 
result. 

In any case, the share of the United Kingdom of 
Indians total imix)rts which stood at 641% in 1913-14, 
came down to 47*8?^ in 1926-27, 44‘7 in 1928-29,42*8% in 
1929-30, 37*2% in 1930-31, and to 35*5% in 1931-32. After 
1931-32, however, there has been a marked improvement 
of Britain’s position in the Indian market, thanks 
largely to the conclusion of the Ottawa Agreement which 
has been in operation since January 1933 which has- 
given Britain a very favourable position in <he Indian* 
market vis-a-tis her foreign rivals. In 1934-35, BritainV 
share of India’s total imports was 40*6%. 
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Meanwhile, Japan after temporarily loBing her hold 
has more than regained whatever she managed to capture 
during the war, her i)ercentage share being 157% in 
1934-35. In fact, during the last few years preceding the 
present Sino-Japanese war, JapaiiN industrial skill was 
threatening to flood the Indian market with extremely 
cheap goods of all descriptions, and India could protect- 
herself only with very great difficulty by invoking all 
sorts of extraordinary measures. The U.S.A. could not 
make much advance, her jHircentage share in 1934-35■ 
being only 6’4%. Lastly, Germany has virtually more than* 
regained her pre-war position, her share in 1934-35 
being 7'6%. 

As regards our exports, Britain exhibited the same 
tendency in the post-war period as she did in the case 
of our imports. In 1926-27 her share was 21*4% of our 
total exports compared to the i)re-war average of 23N%. 
But from 1929-30 there was a steady improvement of 
our i)osition in the British market, BritainN share of 
our total imports in 1933-34 being 32*2%. Likewise, Japan 
also increased her purchase of our exports, her i^ercent- 
age share in 1934-35 being 15*7. The share of the 
in the same year was 8*5%. while that of Germany 
declined to 4,'6% from the high figure of 9*9% in 1927-28. 
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Analyfii of imports and exports from 
the standpoint of goods. 

A. Imports. 

(a) Cotton pieccgoods. 

Before the wiir, the share of the United Kingdom was 
'901%. Although Britain is still the lai-gest exporter of 
cotton goods to India, her share has steadily declined, 
being 71*3% in 1928-29, and only 51*6% in 1931-32. After 
the Ottawa Agreement,however,the British share improved 
and rose npto ()9‘7%. On the other hand, Jatmn steadily 
’ improved her contribution from r8% in 1913-14 to 18*3% 
in 1928-29, and 38*0 p. cent in 1931-32. After the Ottawa, 
Agreements, however, Japan's share declined to 32*4 
percent in 1934-45. 

(h) Sugar. 

Java has always dominated the Indian sugar market, 
though in recent years, thanks to the phenomenal develop¬ 
ment of the Indian white sugar industry, her position has 
greatly deteriorated. In 1934-35, Java's share of our 
total im[)orts was 77*7% compared to 73% in 1933-3 ^ while 
that of the United Kingdom declined from 14 to 7*6%. 

(c) Iran, steel, hardware md machimry. 

As regards iron, steel, and machinery, the United 
Kingdom is still the largest supplier to India, though she 
has lost some ground imrtly on account of the development 
'Of the Indian iron and steel industry, and partly on 
Account of competition from Germany, the U. 8. A., 
Belgium and even Japan. The share of the United 
Kingdom in 1934-35 as regards iron and steel imports was 
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.57 4%, while in machinery it stood at 72‘4% compared to 
‘68*4% in 1933*34. Germany’s share in iron and steel was 
8*5% while that of Japan was 5*3% in 1934-35, As regards 
machinery imports, the share of the U. 8. A. in 1934*35 
was 9*1% while Belgium’s share was only 1*3%. Lastly, 
as regards hardware imports, the share of the United 
Kingdom was 32*1%, while those of-Japan, IJ. 8 . A., and 
-Germany were 10*5%, 9’S% and 31*1% respectively. 

(d) Mineral oils. 

As regards petrol, the shares of the U. 8. A., U. S. 
■S. R., Iran, and Borneo and Sumatra were 17*1, 24*9, 30*6 
and 18*5% respectively in 1934-35. The U. 8. 8. R. was 
also the major supplier of petrol to India in that year. 

(e) Motor cars mid motor ajcles. 

In 1934-36, the U. 8. A. contributed 41*3% of Indians 
total motor imports, the United Kingdom. 40*5%, Canada 

14*1%, and Italy only 1*5%. 

B. Exports. 

(a) Tea. 

The United Kingdom is the largest customer for Indian 
tea, taking as much as 90*2% of our total ex^Jorts in i 933- 
34, while Canada took only 3*2%. Before the war, Russia 
used to import large quantities of tea from India, her 
ahare in 1913-14 being 11%. But now Russia imports 
practically nothing as regards tea from India. 

{b) Jute. 

In 1934-35, the United Kingdom imported some 21*5%, 

*'Germany 17*9%, and Italy 11*7% of India’s total exports 
-.of raw jute. As regards iute-mannfactures, the U. 8. A. 
imported 28*5%, Argentine 12%, Australia 9*3%, the United 
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Kingdom 7’5%, and Canada 8‘4% of our total exiwrtSr 
.fapaii, Siam, and the Union of South Africa are other' 
ciistomera of Indian jute manufactures. 

(c) Cotton. 

Japan is Indians host customer for raw cotton, her 
share in 1983-34 being 611%, compared to 39*6% in the 
previous year, thanks to the conclusion of the Indo- 
Japaneso Trade Agreement. Italy is India's biggest 
customer for raw cotton in Kuroi)e. Germany, the United 
Kingdom, France and China are the other customers. 
In 1934-35 Britain's share was only 9*9%. In recent years 
Britain has been trying to increase her consumption of 
Indian cotton, in accordance with the Mody-Lees 
Agreement. 

(d) Food grains. 

Ceylon is the best customer for Indian rice, and she 
took some 26*4% of our total exports of food grains in 
1934-35, the other customers being the United Kingdom, 
Straits Settlements, China, Java, Sumatra and Germany. 

(e) OiFseeds. 

The share of the United Kingdom in 1934-35 was 32.9%, ■ 
while those of the Netherlands, France, Germany and 
Italy were 13*3%, 14* %, 8*4% and 7*9% respectively. 
France is the largest single customer for Indian 
ground-nut. 

(f) Hides and din. 

Here, too, the United Kingdom is our largest customer,. 
her share in 1934-35 being 65%, while those of the U. S*. 
A., Germany and Italy were 13*8%, 4*1%, and 4*3% zeepeo- 
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.lively. In the pre-war period» Germany waa one of India' 
best customers for raw hides. 

Eztrepot trade of India. 


's 


India in ancient times had a very nourishing extrcpot 
trade, thanks to her central position in the Eastern 
Hemisphere, silk goods and porcelain from China, pearls 
from Ceylon, precious stones and spices from tlie Indian 
Archipelago, as well as Venetian glass and other goods 
from the west,—all these commodities were directly 
imported by India for subsequent re-export to the Western 
and Eastern markets. Even in modern times, until 
recently, the extrepot trade of India was in a fairly 
flourishing condition, its value in 1920-21 having been 
Rs. 18*04 crores, compared to Rs. 5‘80 crores in 1882-3. 
Since 1920-21, however, there has been a steady decline, 
reaching the low value of Rs. 3*22 crores in 1932-33, The 
present re-export trade of India is distributed among the 
different countries in the fellowing manner. The United 
Kingdom 30 per cent; Ceylon 13 per cent; the IJ. S. A. 
7 percent; Japan and Iraq 6 per cent each ; Arabia o 
per cent; Iian, Kenya, Aden, Bahrein Islands and Straits 
■ Settlements 3 percent each; and France and Anglo- 
Egyptian Sudan 2 ixsr cent each. 

It is likely that India’s extrcpot trade will suffer 
progressive diminution in the future, as the modem 
tendency of exporting countries is to establish direct 
itrade relationa with their foreign customers* 

Hm bdiftii bakiice of accountt. 

It is a well known economic truism that international 
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trade is nothing but a form of barter. The value of good»^ 
imix)rted must ultimately be equal to the value of goods- 
exported, as otherwise the home country or the foreig»> 
country or countries will be placed in the unenviable- 
position of permanent debtors. And a debtor who is 
permanent ceases to inspire confidence. Hence it is 
essential that in the long run, ex|x>rt8 must pay for one's 
imports. 

The classical dictum that 'exports and iinpoits must 
be etiuaV* however, must not be interpreted too nanwly. 

In the tkbt place, there is no necessity for the exports 
and im|:x)rta between any two countries for equalisation 
at all. A particular country “A” can easily afford to be 
a permanent debtor to another country “B”, provided it 
is a i^crumnent creditor to an equal extent in respect of 
countries other than B, the rate of exchange being deter¬ 
mined not between any two countries, but between one 
country and the rest of the world. 

Scomlly, is jiot necessary for a country's exports and- 
imports to equalise in the short period. The equilibrium 
which must be achieved is long-period equilibrium, and it 
is easily compatible with short-period disequilibrium, 

Lastly^ and this is most important to remember, exports 
and imports refer not only to the total merchandise trade,' 
but also to other invisible items, like iHiyments for the- 
services of shipping, insurance, banking, imported foreign 
adrainstrators, foreign loans, etc- They are called ‘‘In¬ 
visible", because they are not recorded in the published 
returns of the customs office. As, however, a country must 
pay for services received from abroad aa much as it does- 
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for goods imported from abroad* it is the total debits and 
total credits that determine its net balance of indebtedness. 
With these general observations, we proceed to a detailed 
analysis of India’s balance of Accounts. The main items 
on the credit and the debit side may be enumerated as 


follows: 

Credit 

1. Exports of merchandise. 

2. Loans from abroad. 

3. Foreign remittances to 
India either for mission¬ 
ary or for charitable 
purposes. 

4. Foreign Tourists’ expen¬ 
ses. 

5. Remittances to India by 
Indian merchants and 
coolies abroad. 

(). Treasure exported. 


Eiqiorts and Imports. 

Exports and imports of 


Debit 

1. Imports of merchandise. 

2. Interest on foreign loans. 

3. Repayment of foreign 
loans. 

4. Remittances abroad by 
European residents in^ 
India. 

5. ProBts of foreign 
commercial concerns 
in India. 

6. Payments for the ser¬ 
vices of foreign shipping 
and Insurance com|)a- 
nies. 

7. Home charges. 

6. Remittances to Indian 
students and tourists' 
abroad. 

9. Treasure imported. * 

merchandise, as we have^ 
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already seen, detenuine the balance of trade. On this 
item, T ndinr hii ^ i mn]\f nn rarn F r nnninn fi ) n l ir n yf i h r m n 
r.r>iinfry Qm* avcragc Credit balance in merchan¬ 
dise trade in the five pre-war years was Rs. 78 crores, dur¬ 
ing the war Rs. 7H crores, and in the first post-war quin- 
• qiiennium Rs. 53 crores. In the next quinquennium it 
. rose to the record height of Ks. 1,13 crores after which) 
however, it declined to Ks. 43 crores during the five years 
ending in 1933-34. The year 1933-33 was an‘exceptLonally 
bad year in this respect, onr cre3if surplus being little 
over Rs. 3 crores. Though the next year witnessed a 
retnaikablrtTcrease upto Rs. 35 crores, our normal credit 
balance has suffered much on account of the unprecedent¬ 
ed trade depression which has affected agricultural prices 
much more than the prices of manufactured goods, so that 
tbc value of our exported goods consisting almost entirely 
of raw materials and good-stuffs, has suffered much more 
than the quantum exported. 

Foreign loan transactions. 

When a foreign loan is raised on behalf of a particular 
country, in the short period that country becomes a 
creditor and the foreign country becomes a debtor in as 
much ns it is the foreigners’ business to part with goods 
, or money for the benefit of the borrowing country. When, 
however, interest is to bo paid by the borrowing country 
on the loans raised abroad, or repayments are to be made, 
the borrowing country becomes debtor and the lending 
. country becomes creditor. 

Before the war, the Government of India raised prac- 
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Atically all its loans in the London money market at a 

comparatively high rate of interest either for conducting 

various aggressive wars, or for the buildiug of Railways, 

Irrigation and other Public works. Most of these loans 

have been renewed from time to time. Nevertheless, India 

has to pay huge interest charge annually. On other hand, 

fresh loans are also sometimes floated, although in the 

post-war iJeriod the tendency lias been to float loans 

in the Indian money market. Nevertheless, this loan 

itransaction constitiitcs a debit item in the long run. 

• • 

(c) Remittancei to and from India on private 

^account. ' 

Remittances to India from foreign missionary institu* 
.tions for the upkeep of missionary establishments in India 
or from philanthropic foreigners for charitable or benevo¬ 
lent puriioses or from Indian coolies and Indian merchants 
in the colonies and elsewhere,—all these constitute a credit 
item for India. On the other hand, a large sum of money 
is annually sent out of India, representing the i^roBts of 
foreign merchants, bankers, planters, industrialists, 
doctors, lawyers, insurance and shipping companies in 
India. This constitutes a debit item for India. On the 
whole, India is a net debtor in this respect. 

(d) Tmrist expenses. 

In so far as foreign tourists come to India, they have 
to purchase Indian money with the help of their foreign 
money, aind as such the position is the same ds if India 
• exported goods to foreign countries. Thus, India becomes 
.a creditor. On the other hand, in so far as Indian tourists 

29 
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go abroad, or Indian students go out for foreign studies,. 
India has to purchase foreign money with domestic money. 
India thus becomes a debtor. So far as tourist traffic is 
concernedt India is a net creditor. But India has to 
spend annually a fairly large sum of money, estimated 
at nearly a crore of rupees, for her students undergoing, 
overseas studies. 

(e) Home charges. 

Lastly, the Govcrnmont of India has to send annually 
a very large sum of money to England, known as Home 
Charges. India’s sterling obligations on this account^ 
amount to a colossal and an ever-increasing sum, having 
risen from £16,392,8^4 in 1899-1900 to £30,899,333 in. 
1931-32. The principal items constituting the so-called. 
Home Charges are interest on guaranteed sterling loans 
raised for Railways, Irrigation, and other purposes, pen¬ 
sions and allowances to retired British officers, civil and 
military, the High Commissioner’s pay and the establish¬ 
ment cost of his office, part of the expenses of the India 
office, etc. 

(/) Treasure. 

Though in ^invisible’ items, India is a great debtor, her 
normal export surplus has been more than sufficient for 
her <iebit8 on non-merchandise account The balance she 
has generally taken in the shape (rf gold^nd silver and . 
this is why India has been regarded by the West as a great . 
'*sink” for the precious metals. The ^t great trade depres- 
siOB, however, drastically curtailed her nonnal export sur- 
plaa, landing India in a highly embarrassing position out. 



INDIANS FOREIGN TRADE , 451/ 

of which ghe had a miraoulouB egcape owing to theTage 
exportation of gold from India following Kngland’g aban¬ 
donment of gold in September 1931.The total value of gold 
exported since 1931 stood at Rs. 272*13 croros on June 6, 
1936. But for this uuprccedent^ phenomenon of gold 
cxi)ort, India would have suffered from an adverse balance 
of account and it is almost certain that Indian exchange 
would have broken down under that strain. 

At the same time, while congratulating the Govern¬ 
ment of India on its high luck, can not lielp pointing 
out the extremely precarious nature of our present balance 
of accounts. While our foreign obligations, particularly 
sterling obligations, are more or less fixed and even 
increasing, as recent years have shown, there is no such 
security as regards our foreign balance. The latter 
depends entirely on the possibility of huge exports out of 
India and at a fair price, a possibility which may not be 
fulfilled in the future on account of the growing craze for 
national self-sufficiency and the growing industrialisation 
of India, necessitating an increasing domestic consump¬ 
tion of our raw materials and food-stuffs,* hitherto sold 
abroad. Hence, it is imperative that our sterling obliga¬ 
tions should be reduced to the furthest i) 08 sible extent and 
that too in no time. Unfortunately, however, India has 
as yet no free hand in this respect and as such > the 
present precarious basis of our national economy must 
apparently continue indefinitely. 

The drain controrersy. 

I 

In this connection, it would perhaps not be inappro- 
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[jiriiite to dwell briefly upon tho much-discussed %aiu' 
Tlieory. In popular parlance, India's Home Charges have 
Ixicn regarded as a sort of ‘Drain* upon India owing to 
her political subjection to England. The necessity for 
achieving i>olitical freedom for India has been sought to 
be e.Kplained by many a nationalist orator on the ground 
tliat India is so extremely poor to-day» inspite of her vast 
natural resources, owing to the huge annual tribute she 
has to pay to England, her pwjscmt political master. 

The ‘Drain* Theory, in tliat crude original form, is, of 
course, iicrfectly nonsensical. British Imperialism is 
clever enough not to exact any tribute from India. The 
Home Charges, as we have already seen, represent pay¬ 
ments for definite services rendered to India by Britishers. 
Ho far the ofticial explanation of the Home Charges 
is clearly right. Nevertheless, the ‘Drain* Theory embodies 
the very important truth that Britain has ruthlessly 
exploited her Indian “iwssessions** for enriching her 
capitalists, industrialists of ail descriptions, and other 
educated citizens. Loans have frequently been floated 
for satisfying either British Imperialistic vandalism or the 
so-called British prestige, in the distant London money 
market on extremely favourable terms, although they 
might have been raised in India on cheaper terms. 
Again, in purchasing stores, or in placing orders the 
Government has invariably shown great favouritism 
towards British firms* All sorts of facilities by way of 
transport, tariffs, currency and exchange have been 
provided in India for British industrialists at our expense. 
British banks, insurance, shipping, and railway companies 
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have been systematically fostered, while Indian concerns 
have either been completely neglected or deliberately 
throttled. In the name of Indian defence, a huge British 
army drawing ver>' fat salaries and other allowances has 
l)een maintained out of India’s poor exchequer manifestly 
for Imi)erialistic purposes, while no sincere effort has 
been made to strengthen the Indian defences imrticulariy 
in the aii’, where she is most vulnerable. Again, in the 
name of efficient administration, Britishers have been 
recruited to the various superior services on very generous 
remunerations, although equally efficient Indians could 
easily have been found to fill those iwsts on much reduced 
salaries. Lastly, all sorts of so-called British ‘experts’ 
have been invited to India with the offer of extravagant 
emoluments, ^although their recommendations have been 
systematically forgotten, unless British interest was invol¬ 
ved, whether directly or indirectly. 

All these extravagances which could never have 
taken place in an independent India are rightly summed 
up in the Drain theory. Hence, we arp in favour of 
retaining it, although we can not naturally accept it* 
popular version. 

Trans-frontier Trade of India. 

So far we have confined ourselves only to the trans¬ 
oceanic foreign trade of India. But there is another 
branch of our foreign trade which, though now-a-days 
relatively far less important than its sea-borne rival, is 
nevertheless carried on across our difficult frontier routes, 
W'e have noted elsewhere the flourishing state of our 
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frontier trade» particularly in the days of the Great 
Moghuls. In recent times, thanks to the construction of 
strategic railways, there has been some improvement of our 
trade with the trans-frontier regions like Afghanistan, 
Iran, Central Asia, Nepal, Tibet, the 8han states, Western 
China and Siam. The total value of spek trade was 
recorded in 1924-25 to be Rs. 41’SI crores, as against Rs. 
23*15 crores in 1916-17. . The actual volume of trade 
carried on in these regions must be considerably greater 
inasmuchas records are taken only at certain selected 
places,while trade goes on through all sorts of mountainous 
tracks. India’s principal imi)orts across those land-routes 
are wheat, grain, pulse, rice, fruits, raw wool, raw silk and 
living animals. Our i>rincipal exi^orts are cotton goods, 
cotton yarn, sugar, i)etroleum, leather manufactures, tea, 
silk goods, etc. 

Given better communication facilities and a better 
organisation, our trans-frontier trade is capable of substan¬ 
tial expansion. 

foreign trade and our national prosperity. 

Our growing foreign trade, particularly sea-borne trade, 
since the opening of the Suez Canal, has invariably been 
pmoted out by our alien rulers and their Indian partisans 
as a sure index of our growing national wealth, presumably 
due to the benign influence of British rule in India. It is 
therefore necessary for us to submit such a contention to 
an impartial critical examination. 

To begin with, a country’s foreign trade is governed 
by the principle of comparative costs. A country im- 
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:ports those things in the production of which it has got a 
comparative disadvantage, and exports those things in 
•the iJroduction of which it has got a comparative 
advantage. But this comparative advantage is easily 
• compatible with absolute disadvantage, just as compara¬ 
tive disadvantage is compatible with absolute advantage. 
Now, if we loSk to the main composition of our exports 
and imports, we find the former mainly consisting of raw 
materials and food-stuflfs, and the latter mainly composed 
of manufactured goods. Now, so far as manufactured 
goods are concerned, they arc either incapable of being 
produced in India or they can be produced only at higher 
costs. Our imports, therefore, arc a sign of our ineffi¬ 
ciency and incapacity. Regarding ex]x>rts» although 
India cxix>rts annually a large quantity of raw materials 
and food-stuffs, it is by no means true that we can i>rodiicc 
them cheaply relatively to other countries, except in the 
case of jute and tea for which Indian soil and climate are 
naturally fitted. Thus, our exports indicate at once our 
comparative advantage and absolute disadvantage. 

SeemeUyt the bulk of the Indian cx^xn^s 'in their exist¬ 
ing shape takes place, because they cun not be utilised 
at home^ Our raw materials are sold to foreign countries 
at a relatively cheap price, there to be manufactured into 
finished goods for disposal at a much higher price in the 
Indian and other foreigii markets including their ^n. It 
would have been a matter of sincere congratulation if our 
xaw materials could be converted into finished goods with 
the help of domestic capital and enterprise and then 
«old abroad after satisfying the domestic demand. But 
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thinfi^s boing what they are, our ex^iorta in their present 
form are an indication of our successful colonial 
exploitation by Britishers rather than of our national 
prosperity. 

Again, food-stuff's are exported out of India while 
millions of our country i)eople suffer from different 
degrees of starvation, because they have not the 
necessary purchasing |>owcr, 

Tiiirdlyi it is by means true that the more i>rosperous 
a country is, the greater the volume of its foreign trade. 
A small country, whicii can not produce all that it re¬ 
quires, is. other things being equal, likely to have a greater 
amount of international trade than a large one which is 
likely to be more self-sufficient. This is the reason why 
the U. S. A. which is easily the richest country in the 
world, has got a much smaller amount of international 
trade than the United Kingdom. 

Again a country’s imi)orts invariably diminish with 
the development of its less advanced industries. Hence 
a diminution of imports might us well be an indication 
of a country’s industrial development, as it might indi¬ 
cate diminished purchasing {K)wer. Similarly, a decline 
of the export of raw materials and food-stuff's would 
generally indicate growing industrial • equipment and 
growing purchasing power in the home country. 

Hence, Indians large and growing foreign trade in> 
its existing shape is a symbol of a great maladjustment 
in our national economy, and we look forward to it^ 
diminution until we are in a position to export manu-^ 
factiired goods of the requisite quality. And even in the 
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long run, we do not envisage a large volume of our 
foreign trade, as in our opinion the Indian sub-continent- 
is naturally fitted for ceonomie self-sufficiency, the impor¬ 
tance of whicli can hardly be ovcr-emphasizcHi in these 
days when the w'ar-elouds arc scowling in the political 
liorizeii. 
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COMMERCIAL AGREEMENTS. 

Imperial Preference : Its history. 

We have already in (Chapter XlII. explained broadly 
:thc meaning and implications ol‘ Imi^rial Pi’cference in its 
bearing on the Indian fiscal system. In this chapter we 
shall discuss critically its culmination in the Ottawa 
Agreement as it has alfected India, after a brief survey 
•of the history of the movement. 

The idea of Imperial Preference was first mooted dur¬ 
ing the closing years of the 19th. (’.entur}". As the 
different parts of the British Commonwealth of Nations 
became more or le.ss self-governing, Imiwialistic thinkers 
began to discuss at length the possibility as well as the 
.desirability of binding the scattered and well-nigh inde- 
jiendeiit units of a far-flung empire by closer economic 
ties, now that the i)olitical ties of the C/Ommonwealth were 
becoming thinner every year. The idea of ImiXirial 
Preference was thus political and lmi)erinli8tic in its 
•origin, rather than economic. 

It was, however, re.served for the British Dominion 
of Canada to take the first practical step in the direction 
of Imperial Prefernce when in 1897 she lowered her duties 
to the extent of one-eighth in favour of British goods. 
Next year, still greater preferences were given to British 
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goods unconditionally, while the colonics were offered 
<}once8sions, provided they were prepared to recipro¬ 
cate. 

The Colonial Conference of 1902 recognized the desira¬ 
bility of a general extension of Imperial Preference in 
all parts of the British Empire. Accordingly, New- 
Zealand, South Africa* and Australia granted unilateral 
preference to Great Britain. In England, Joseph Cham¬ 
berlain made intensive country-wide proi>aganda in favour 
of Imperial l^*eference, but lu' could not make much 
headway against the prevailing free trade ideology. 
Thus, the cause of Imperial Preference received a severe 
set-back for the time being on account of the hostility 
or obstinacy of the Mother Country. 

In the post-war period, however, Imperial Preference 
was destined to have a more successful career, thanks to 
to the increasing difficulties experienced by Great 
Britain in pushing her goods in the foreign market. 
Before the war, Britain’s undisputed industrial pre¬ 
eminence required a regime of free trade forjts fullest 
utilization. In the post-war period, however, Britain lost 
her industrial leadership. While Japan, the U. S. A. and 
various continental countries rapidly rationalized their 
industries. Britain failed to re-organize her in the same 
degree, thanks to intense labour difficulties, the over¬ 
valuation of the pound since 1935, and the high standard 
iff living of British workers. Moreover, Britain was 
practically the only solitary free trade country surrounded 
by highly protectionist neighbours,allbough the Safeguard¬ 
ing of Industries Act passed in the early twenties had 
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.‘ilready introduced some amount of protection into the 
very citadel of free trade itself. 

The crisis of September 1931, however, served as a 
landmark in the fiscal history of Great Britain. The 
National Government, predominantly conservative, which 
was then formed, asked for and obtained a free hand for 
cfiPecting far-reaching changes in the fiscal system of the 
countrj'. Accordingly, Britain abandoned free trade in 
favour of absolute Protectionism in March 1932. 

But mere Protectionism was not the cure-all for 
Britain's difficulties. Indeed, as Britain has to depend 
upon foreign imi)ort8 of both food-stuflfs and raw materials, 
protection, in so far as it apiiies to such imports, can only 
serve to increase the burden of the consumers and manu' 
facturers without curing the maladjustment in the coun¬ 
try's economic system. For Britain, therefore, the vital 
problem was the problem of expansion of her exports. But, 
as we have already seen, on account of a variety of causes, 
internal and external, British exports to foreign markets 
were bound to decline more and more. Hence for British 
statesmen, the safest and the easiest method of recovery 
lay in the formation of one inter-imperial economic bloc 
resting upon a preferential tarifiP system. Accordingly, the 
lmi)erial Economic Conference which met at Ottawa in 
1932, resulted in an Imperial Trade Agreement, popularly 
known as the Ottawa Agreement. Legislation implement¬ 
ing the Agreement was passed by the Indian Central Legis¬ 
lature in December 1932 and the Agreement came into'* 
force from January 1, 1933. 
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The Case for Ottawa. 

The Ottawa Agreement which easily the most 
comprehensive Trade Agreement India has entered into 
in recent years, will be discussed here in two instalments. 
We shall at first enter into a discussion of the arguments 
for and against the Ottawa Agreement, based on certain 
fundamental facts of the situation. Secondly, we shall 
cive a critical evaluation of the Agreement from a detailed 
examination of the results of its actual oi)eration. 

The general case for the Ottawa Agreement may be 
summed up as follows :— 

(a) The Ottawa Pact gives India a sure and expanding 
market in the United Kingdom, which would have been 
otherwise lost as Great Britain is determined to treat as 
foreigners all those, even within the Empire, who do not 
agree to grant her preferences. Britain has alvrays been 
by far the largest customer for Indian goods. It is, 
therefore, absolutely in India’s interests to enter into a 
preferential agreement with the United Kingdom, whereby 
alone India can retain her largest market. 

(b) India can ilbafiPord to lose the British market, as 
the foreign countries, the other potential customers for 
Indian goods, have already become more or less self- 
sufficient as regards raw materials, owing to the rapid 
development of the viigin lands of America, and Africa, 
|)articularly of Argentine, Brazil, Canada, and the African 
colonies. 

(c) India should not think that Britain can not do 
«way with her goods, as the British colonies and Ddmini- 
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ons Clin supply many things which formerly India alone- 
could offer cheaply. 

(d) As the Indian ni|>ee was linked to sterling, it 
was obviously in IndiaV: interest to develop her trade with 
the sterling bloc of which Britain was the undisputed 
leader, as that would save India from all the depredations 
of rapid exchange iluctuntions and the restrictive effects 
of exchange controls which tnide with foreign countries 
would invariably subject her to. 

(e) The whole world was suffering from a craze for 
national self-siidiciency and international trade was being 
systematically throttled by ever rising tariff walls, quotas, 
barter agreements, etc. As Britain too had joined that 
game of intense economic nationalism, India could hardly 
afford to keep herself aloof from the l^eferential Scheme 
which gave her an assured market. 

Case against Ottawa. 

The main ai'guments urged by the critics of the 
Agreement may be summarised as follows :— 

(a) In the first place, the Agreement which is an 
instrument for foi*ging closer economic links between 
Britain and India, will seiwe to create an artificial 
diversbn of India’s foreign trade from its natural 
channels. Both during the closing years before tiie war,- 
and in the post-war period, there has been a natural 
tendency towards the dh’ersiou of Indian foreign trade 
from Britain and the Empire. Britain was steadily 
losing her hold on the Indian market, while Indian^ 
exports were finding increasing favour ks the non-empire 
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countries. It was, therefore, in the natural economic 
interest of India to develop her trade with foreign 
countries including Great Britain by separate bilateral 
agreements, instead of being dragged into a preferential 
scheme with Great Britain which was not only a ])ositive 
liindcrance to the successful conclusion of such bilateral 
luicts, but also might provoke retaliatory measures against 
her from her principal foreign customers. 

(b) Preferences granted to Indian goods in the 
British market were not as beneficial as they might api)ear . 
at first sight, because 

(i) some of the preferred goods, (e.g. tea, jute manu- 
factui'es, mica, goat-skins, castor-seed) had been for a long 
time dominating the British market and Britain could 
Jiardly secure them elsewhere and as such the preferences 
were un-necessarj’; 

(ii) Some of the preferred goods (e. g. sheep-skins, 
ground-nuts, pig-lead, spices, coffee, coir-mats) though 
protected from foreign competition which was never acute, 
w'ere fully exposed to severe competition from other Em¬ 
pire countries like Australia, British West Africa, British 
East Africa, Canada and Ceylon ; 

(iii) Some of the preferred goods (e.g. ground-nuts) 
had a larger market outside the United Kingdom, and as 
such so long as there remained competition among Indian 
exporters, the commodities in question must have sold at 
the same price in the British market as elsewhere, thereby 
completely nullifying the benefits of the Preference. 

(iv) Preferences. were in some oases granted to 
commodities which India either does not export much 
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< (o.g. ricei barley.) or cud not sell iii the British market 
because she has not got commodities of the requisite 
. quality for British consumtitioh (e.g. tobacco); 

(v) Preferences given to some commodities were 
inadequate and as such there could be no sccimty from 
comi)etition. 

(c) The Britisii threat that India's failure to fall in 
line with the Ottawa scheme of InqxTial Preference would 
be punished by a complete closure of the British market to 
Indian goods was an empty bluff*, partly because it was 
eminently in the British iutevest to admit duty-free Indian 
raw materials and food-stuff’s which Britain badly required 
for her industries and domestic consumption, and partly 
because Britain could not secure the payment of the 
enormous Home Charges except by stimulating a regular 
and substantial export surplus for India. 

(d) While India had thus practically nothing to gain 
and much to lose from the preferences granted to her 
goods in the British market, the extensive preferences 
granted to various British goods in the Indian market 
were likely to be injurious to her in various ways. 

(i) In the hrst place, they meant in certain cases the 
withdrawal of some protection which some of the Indian 
industries were enjoying so long. 

(ii) Secondly! there would be a loss of customs 
.revenue to the Government of India as Indian imports 

came to be diverted from foreign goods to British goods 
bearing a lower amount of duty. 

(iii) The burden on Indian consumers would increase, 
,as there would be an end to the competition among all 
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tforeign maniifacturers iDcludiog the British in the Indian 
market, and as India would have to depend more and 
more upon British goods, which because of their high 
costs of production, were being gradually driven out of 
the world market. Precisely because the Ottawa 
Agreement was a line of defence for British goods which 
cx)uld not hold their own against foreign couiiHitition, and 
•sought to extend to the limits of the Empire the benefits 
of a (dosed home market for British goods, it was likely 
«to be a)i instrument for serving British interest at Indians 
ex|)ens(*. 

The working of the Ottawa Agreement. 

The Ottawa Agreemcuit has been in oL)erntion in India 
for over five years iiispite of India’s denunciation of the 
same a fairly long time ago. Here we (iropose to (ionfine 
ourselves to the first two or three years’ working of the 
Agreement for a critical appraisal of its rci)er(Missions 
upon India. 

A. Exports of Preferred goods. 

(1) Between 1961-32 and 1933-34 we increased our 
•exi)orts of preferred commodities to the United Kingdom 
by Rs. 3,18 lakhs. During the same period, however, our 
'.losses in the industrial countries of Europe amounted to 
Rs. 4.18 lakhs. Between 1931-33 the non-empire countries 
lost about a quarter of their total trade in **preferred 
exports” to U. K. Bat India’s loss, if she kept out of 
(the preferential scheme, could not have been by any such 
large fraction, as India’s exports to the U. K. aooouiit 
ior over 80% df<the British preferred imports. The ptiees- 
*of riiflie preferred goods would have fallen less or risOti 
30 
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more in the U. K. and the competitive power of India* 
in relation to other Empire countries would have been- 
reduced much less than the competitive strength of 
non<empire countries vis-a-vis the Empire countries at 
Iffesent. 

(2) Secondly, unlike some of the non-empire countries, 
India has had a sterling exchange standard which would 
have been of great value in retaining India’s hold iijwn 
the British market. 

(3) In respect of preferred commodities like jute, raw 
and manufactured, ground-nuts, rice, shellac^ mica, goat¬ 
skins, manures and myrobalans, our total exports to all 
countries arc much greater than our exports to the United 
Kingdom. Hence, preference in the British market has not 
helped us to secure any higher prices for them. On the other 
hand, our foreign customers, now that Imperial Prefer¬ 
ence has ousted them from the British market, have 
shown a decisive tendency towards the cultivation of 
their own colonial resources or a resort to various 
substitutes, involving India in a net loss. This is parti¬ 
cularly true of our commercial relations with France and- 
Germany. While these markets were largely lost owing 
to our adherence to the Preferential Scheme, Britain* 
could not be of much service to us on account of her 
limited demand for some of these exported goods. 

(4) We come next to a second group of preferred com¬ 
modities, e.g., hides and skins, cotton manufactures, tea,, 
spices, teakwood, oilcakes, castor seed. Unseed, pig-lead 
and coir. In respect of all these commodities, the total. 
British imports are much greater than the total Indian. 
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exports, and sometimea even greater than the total 
Empire exiJorta. The Ottawa Agreement has helped India 
to improve her position considerably in the British market 
as regards some of those commodities, though preference 
has been of very little consequence for commodities like 
tea which owes its prosperity largely to the International 
Restriction Scheme, or like cotton yarn mid manufactures 
for which Britain has no considerable demand. 

(5) Mmlly, we turn to a groiii> of prefenrd exports 
in which we supply a ver>' small proiiortion of the total 
British imports. This group includes coffee, tobacco, 
hemp, vegetable oils, woollens, carpets, mahogany^ etc. 
Here too India has generally improved her position in the 
British market, but largely at the exiiense of her own 
foreign markets. 

B. Imports of Preferred goods. 

Between 1932*33 and 1934*35, our inuiorts of preferred 
goods increased in value by about Rs. 5 crores, while our 
imports oi non-preferred goods were down, by Rs. 5i 
crores. In so ivv as the Imiierial Preferential Scheme was 
designed to strengthen Britain's position in the Indian 
market, the above figures show that that pur{)ose has 
been largely fulfilled. At the same time, we can not 
ascribe the whole of the increase to the fact of Preference, 
inasmnehas most of the preferred goods were either on 
the free list or were subject only to revenue duties, while 
the iion-inreferred goods were subject to the imposition 
of protective duties. The expansion of the former and the 
contraction of the latter are, therefore, somewhat natural 
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Secondly, we must not run away with the idea that tlie 
cost of the Imperial Preference to India is equal to the 
total value of the extra imports from the U. K. In theory, 
it is only equal to the extra cost of securing them from 
the favoured country rather than from others. The only 
practicable way of measuring this is by noting the price- 
changes in respect of the preferred imports, in so far as 
these changes have been brought about by the fact;of the 
Preference. If Preference is given by lowering duties on 
British goods, prices can not rise ; conversely, they can 
not fall if preference has been given by raising the duties 
on non-British goods. When preference is given [xirtly 
by lowering the duties on British goods and partly by 
raising the duties on foreign goods, the result is indeter¬ 
minate. The total value of our imports affected by the 
preferential scheme, was Rs. 33*3 crores in 1932-33. Pre¬ 
ference was given to (a) imports worth Rs. 37 crores by 
lowering duties on British goods by 10%, to (b) imports 
worth Rs. 4*5 crores by raising duties on non-British goods 
by the same percentage, and to the remaining (c) imports 
worth Rs. 25*1 crores both by reducing and increasing 
duties on British and foreign goods respectively by 5%. 

As regards the first (a) group of imports (which inclu¬ 
des motor cars, arms, wireless apparatus, etc.), the stand¬ 
ard average rate on foreign goods was 42%, ad valorem, 
while the standard average preferential rate was roughly 
34 per cent. But as the United Kingdom supplied only 
50% of these commodities in 1932-33, it is very likely 
that all our imports were sold at the higher price, i. e., at 
the price at which foreign goods bearing the higher duty 
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were sold in the country. It is unlikely, therefore that the 
Indian consumer has appreciably benefited from the 
preference granted to British goods, while it is certain 
that the Government of India has inciiiTed some loss of 
revenue, which would have amounted to Rs. 14 lakhs even 
if the foreign supply were not reduced. The only possible 
benefit to the Indian consumer may have arisen from the 
keendr competition offered by British exporters in the 
Indian hiarkct to drive out part of the foreign supplies. 

As regards the aecotid, ‘groups of preferred imports 
(which inchides vegetable oils, paints, oilcloth, woollen 
yarns, etc.), the rates on British goods were retained at 
the i>r(ivailing rate of 26% ad rahreni^ while duties on 
foreign goods were raised to 35%. As the United Kingdom 
supplied only 40% of the imports of such commodities, in 
1932*33, obviously the selling price in India has l)oen 
determined by the foreign price plus the duty on foreign 
goods. Thus there has been a great burden on Indian con¬ 
sumers on account of the Preference. On the other hand, 
the Government benefited from the higher rs^te on foreign 
imports, though that benefit has been neutralised to the 
extent to which British goods have displaced foreign 
goods. 

Lastly, we cotne to the final group of preferred commo¬ 
dities not included within the first two groups. In respect 
of these commodities, the duties on foreign imports were 
raised from 25 to 30% ad valarcm, while the duties on 
British imports were lowered from 25 to 20%. As Britain 
supplied only 40% of the total imports, it is likely that the 
selling price in India increased to the full exteut of the 
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additional duty imposed on foreign imports. The loss to 
Indian consumers, therefore, must have been considerable. 
The Government revenues also must have suffered both 
because of reduced duties on British imports and any 
t)ossiblc displacement of foreign goods by British goods 
in the Indian market, while they have increased in res¬ 
pect of foreign imports bearing the higher duty. Tlie net 
result must have been some loss to the Government. 
Thus the Ottawa Agreement on our import side has been 
as injurious to our consumers and tax-payers, as it has 
been to our producers on the export side. 

Concluding observations and suggestions. 

We have studied in some details the changes in our 
imiiorts and exportsi both in volume and in direction, in 
the first two years following the Ottawa Agreement. As 
we have already indicated, not all these changes may be 
attributed to the Agreement itself or to that pait of the 
Agreement which directly concerns India. For *a just 
appraisal of the value of the Agreement, we must, thei'e- 
fore, place it in the ba(‘.k-ground of world trade and consi¬ 
der the main factors that were shaping its course. 

Between 1931 and 1932, both world trade and the 
trade of the British Empire as well as India's foreign 
trade declined. The decline continued further up to 1933, 
although the trade of the British Empire fell less than the 
world trade between 1932 and 1933. Between 1933 and 
1934 the world trade as well as the trade of the Empire 
increased, but the improvement was greater with regard to 
Empire trade. Again India's exports both to the Empire 
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and to all coaotricB increased between 19B2 and 1933, 
while the values of both world and Empire trade diminish¬ 
ed. Bat between 1983 and 1934 there was only 3% rise in 
India’s exports as against 6% increase in world trade and 
10% rise in Empire trade. 

Again, if we analyse the difierent constituents of the 
world trade, we find that between 1933 and 1934, the 
recovery of trade in food-stuffa was less than 1%, in raw 
materials 9% and in manufactured goods 7%. Thus the 
relative revival of world trade was mainly characterised 
by increased international demand for raw materials which 
was, of course, again due to increased industrial activity. 
Raw material-producing countries were thus in a position 
to reap the largest profit from the general recovery which 

was taking place during that t)eriod. 

Coming to India’s exports, we find that they exhibited 

the same tendency as the general world trade. Between 
1932-34 and 1935, our exports of food-stuffs declined by 
3 per cent, while our exports of raw materials increased 
by 36% and of manufactured goods by 2*5%. 

In order, therefore, to realise the extent to which the 
'Ottawa Agreement benefited India, we have to compare 
^the expansion of her trade with that of other raw material- 
producing countries. Here we find that between 1932 and 
1933 India’s share in the world export trade increased 
more than the shares of Central and South America, 
•China, Dutch East Indies & the countries in South 
Eastern Europe, but less than those of British Malaya, 
Egypt & Persia, & the Scandinavian countries. Between 
3933 and 1934, however, while most of the countries 
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increased their share, some of them very substantiallyr 
India's share declined and only less than China’s. It is 
indisputable, therefore, that the Ottawa Agreement did 
not succeed in the least in placing India on any vantage 
ground vis-a-vis other raw material-producing countries 
scattered in the seven seas who could hardly boast of any 
commercial Treaty oF the standing of the famous Ottawa 
Treaty. 

If the Ottawa Agreement thus did not benefit India 
except in very minor matters, it might be contended that 
it played a very major role in bringing about general 
world recovery from which India, along with others, has 
benefited, though not to an equal extent. In the first place, 
such an argument is i)erfectly irrelevant to our present 
study which is particularly concerned with the conse¬ 
quences following from India’s iiarticipntion in the Agree¬ 
ment. Secondly, even if we assume it to be relevant, it 
does not appear to be very well-founded and for the follow¬ 
ing reasons. 

First, the British Imperial Preference because of its 
vast scope involves a much greater interference with 
international trade than the tariff changes of any other 
country. It is an attempt to place on a self-sufficient 
basis one-fourth of the whole globe and as such it has 
stimulated much the movements elsewhere for national 
or Imperial self-sufficiency as in the cases of Germany, 
France and Italy. 

Secondlyi it has involved the most violent breach 
of the Most Favoured Nation Clause principle which did 
so much to facilitate the flow of international trade.. 



COMMERCIAL AGREEMENT 


473 ’ 


The closure of the British md to some exteut of the 
Inipcu'ial market to foreign goods has practically put an 
end to the old triangular trade by which European 
countries paid for their imiK>rts from India and some' 
(^ther countries by increased sales in the British market, 
rhe Ottawa Pact, however, completely transformed the 
situation and foreign countries were forced to accept the 
disastrous creed of greater and greater national self- 
sufficiency. The general recovery noted above, therefore, 
has taken place not /jeransr o(\ but rather impitr of 
the Ottawa Agreement. 

Thirdly, it might claimed that the Ottawa Agree¬ 
ment by offering a stable market for our raw materials 
in the United Kingdom must have exercised some 
favourable influence on the trend of export prices the 
relative rise of which was largely re8ix)n8ible for the 
increased value of our exports during the period under 
review. But this view is also not very correct. The 
Ottawa Agreement by engendering keen competition 
among diflerent Empire producers in the limited British 
market seems more to have depressed export »prices than 
to have raised them. Above all, a scheme of Imperial 
Preference with its strangling effect on the general flow 
of international trade can hardly be exi)ected to induce 
an upward trend of commodity prices. 

Thus, from whatever angle we look at the Ottawa 
Agreement, it does not appear to have benefited India 
except in small {mrts, while its harmful efiPectSi direct 
and indirect, have been considerable and in many respect» 
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far-reaching. Therefore, the practical question of the 
moment is whether we should end it or mend it. 

Mr. 1). Ghosh in his “Revision of Ottawa” has not 
favoured the idea of (uiding the Agreement altogether 
on the ground that during the last few years our com¬ 
mercial relations with Great Britain have become more 
and more close and intimate, while we have increasingly 
lost our hold on the foreign markets. It is therefore too 
late in the day to scrap the Agreement altogether 
and to face a new and changed world with no support 
to fall back upon. He sees further grounds for caution 
in the fact that already foreign countries have 
adopted different commercial iwlicies aimed at self- 
sutticieiicy, based on "devisen^ (or exchange) controls, 
quotas, barter agreements, exploitation of their own <;olo- 
nies, where they exist, and a determined hunt after sub¬ 
stitutes. Accordingly, Mr. Ghosh favours a revision of 
the Pact in such a manner that we might retain its 
benefits or expand them, if possible, while rejecting those 
provisions which work to our disadvaiitagc. At the 
same time, we should try to establish fresh contacts with 
our erstwhile foreign customers by means of new bilateral 
trade agreements. 

Mr. Ghosh’s remedy is highly interesting inasmuch 
as it proposes to give us the best of both the worlds 
without any of their sadder elements. In our opinion, 
however, such opportunistic remedies may not be very 
fruitful in actual life. Of course, we agree with Mr. 
Ghosh that had India never entered into the disastrous 
“^Ottawa' ring, her position today in the foreign countries 
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would have been much better. But even now, we think, 
nothing substantial may be lost, if India boldly jolts 
out of the **Ottawa’' Agreement and makes a vigorous 
attempt to enter into all sorts of bilateral agreements 
with different foreign countries. With all zeal for 
achieving national self-sufficiency, it is fortunately true 
that the world demand for raw materials and to a lesser 
extent for food-stuffs still continues to exist, lienee it 
is not impossible for us to establisii new commercial 
pacts with the principal industrial countries of the world. 
We can also offer as an inducement part of our home 
market for cheaper foreign manufactured goods, once 
India ceases to be a dumping ground for the more 
costly British manufactures for the benefit of which the 
' Ottawa scheme has been piimurily devised. 

Fifially, we do not imagine that our scrapping of the 
Ottawa plan will be followed by any notable shrinkage 
even of the British market, partly because Britain can 
not do away with the great majority of our present 
exiKirts to her, and partly because Britain must have 
an import surplus from India to secure the payment 
of the so-called Home charges. 

Lastly^ we must remember that if adherence to Imperial 
Preference has not prevented Britain from establishing or 
■ discussing commercial Agreements with foreign countries 
resting on gold or paper standards, there is hardly any 
reason why she should desist from entering into a bila¬ 
teral pact with a sterling standard country like India, 
particularly when both of them have been dominating 
each other’s market for nearly a century. 
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Tlie Ottawa Agreement has perhaps been a natural 
result of the economic and political ties binding the 
United Kingdom and British self-governing Dominions. 
The Dominions' trade with the United Kingdom is 
generally complementary in nature, hence the economic 
justihcation of the Pact. Their political relations with 
the United Kingdom are also very sweet and cordiah the 
British commonwealth being h. free association oi self- 
governing units composed mainly of the Anglo-Saxon race 
with the same language, religion and custom. Herein 
lies the political justification of the Pact. But for India 
to be a signatory to the Agreement, there is hardly any 
justification, economic or political, to be found. Kmio- 
inicalliji India has gained very little and lost a good deal 
since the conclusion of the Pact, while 'politically we have 
no reasons for iullicting sufferings upon our producers 
and consumers alike for benefiting our despotic master. 
Hence, it will be a very sad and cruel incongruity for 
India to be willingly tied to the apron-strings of the 
British economic system which has historically meant so 
much devastation to our economic prosperity. If fiscal 
Autonomy' means anything, India must be allowed to 
carve out her own economic destiny in her own indepen¬ 
dent manner and along natural economic channels, free 
from the withering effects of any Preferential Scheme. 
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THE INDO-JAPANESE TRADE AGREEMENT 
Historieal Survey. 

Since 1904, India and Japan were bound to each 
other by the Most Favoured Nation clause which assured 
equality of commercial treatment to each other in relation 
to other foreign countries with whom both might have 
<*nmmercial contacts. 

The world economic depression which started in 1929 
brought about an orgy of cun’eiicy and exchange de¬ 
preciation in which Japan was easily one of the most 
successful competitors. The result was that from 1932 
onward, there was a continuous depreciation of the 
Japanese yen which placed Japan in a very favourable 
{X)8itioii for underselling almost all the countries belonging 
to the stcrlifig bloe. India with her vast market, natur¬ 
ally aroused the cupidity of the Japanese exi)orters, 
and Japanese goods of all descriptions came to l)e 
imported in ever-increasing quantities, threatening the 
existence of some of the well-established industries of 
the country, parti(uilarly of the Indian cotton industry. 
A huge clamour was raised by Indian cotton interests, 
•demanding protection against the new Japanese menace 
and the Government of India was ultimately forced to 
intervene. Import duties on non-British plain grey cotton 
piece goods were raised to 50% od valorem with a 'mini¬ 
mum specific duty of 5i annas per lb. as a protective 
measure $ but even this high duty proved to be iusufli'' 
^ient. In order to be able to take stronger measures, His 
3faicsty^s Government on behalf of the Government of 
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India gave a formal notice to the Government of Japan of 
tiieir desire to cancel the Indo-Japanese trade convention 
of 1904 under which Japan enjoyed the privilege of the 
Moat Favoured Nation treatment. This action on the 
part of the Government of India led to a movement in 
«fapan for the boycott of Indian cotton as a retaliatory 
measure. The actual boycott, however, did not take 
place until June 1933 when the Government of India 
announced an increase in the duty on foreign cotton piece 
goods to 75%, ad valorem with a minimum specific duty 
(rf fij annas per lb. on plain greys. At the same time the 
the Government of India invited Japan to send to India a 
commercial delegation for the conclusion of an Indo-Japii- 
nese commercial agreement on a reciprocal basis. That 
invitation was accepted and in October 1933 a Japanese 
trade delegation came to India and met the oibcial and non- 
ofiicial representatives of Government of India. After 3 
months’ negotiations an agreement was ultimately reached 
which was followed by an immediate withdrawal of the 
Japanese boycott of Indian cloth in January 1934 and a 
reduction of the duty in India on foreign cotton goods- 
from 75 to 50?^,. The new Indo-Jairanesc Commercial 
treaty was formally signed in London in July 1934. 

Provisions of the treaty. 

The new agreement laid down a convention regarding 
the future of Indo-Japanese Commercial •relations, as wellr 
as a protocol defining the exact terms of the new commer¬ 
cial agreement. 

The commtmi provided that Japan and. India were- 
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to uccoi'd to each other the Moat Favoured Nation treat¬ 
ment, that both parties had the right to impose additional 
duties against each other’s goods to counteract the effects 
of any currency depreciation, and that they should enter 
into negotiations with each other wtieucvci* any changes 
were made in their domestic tariffs, with a view to arri¬ 
ving at a reconciliation of their eonHicting interests. 

The terms of the Protocol may be siimmariHcd as 
follows : — 

(1) Japan is allowed to exi)ort annually to India 125 
million (linear) yards of cotton piece goods without any 
obligation to purchase Indian raw cotton. 

(2) Japan will have to buy from India one million 
cotton bales for every 325 milion yards of cloth exiwrted 
by her to India. This is the basic quota. 

(3) The maximum quota for Japan in any year was 
tixed at 400 million yards. But in that ease Japan would 
luive to purchase 10,000 bales of raw cotton for every 
additional ll million yards of cotton piece goods exported 
by her. On. the other hand, if Ja|)an purchased less than 
1 million bales of raw cotton from India in any year, her 
basic allotment of 825 million yards would be diminished 
by 2 million yards for every 10,000 bales of the deficit. 
In case, however, Japanese \imports of Indian raw cotton 
excfieded 11 million bales in any single year, she would be 
be credited with such excess in the following year. . 

(4) Customs duties on importation of Japanese cotton 
piece goods were not to exceed the following rates :— 

W 50 per cent, ad valorem or 5i annas per lb, which v 
ever is higher in respect of plain greys. 
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(b) 50 i)cr cent atl valmrm on all other varieties of 
. cotton piece goods. 

(5) The normal sab-allotment of the Japanese quota 
of cotton piece goods was laid down as follows :— 

(a) Plain greys 45 per cent (b) Bordered greys 13 
per cent (c) Bleached goods S per cent (d) Coloured 
(printed, dyed or wovenj goods 34 i)er cent. 

The working of the Indo-Japanese Agreement. 

'riie Indo-Japanese C'Ommercial Agreement is the first 
instance of a commercial treaty entered into by India with 
a foreign country, in the negotiation of which non-official 
business iieoplc in India played some iiart. Although the 
actual terms of the agreement are not very much impres¬ 
sive as an indication of the bargaining capacity ol the 
Government of India's advisers both official and non- 
official, the agreement itself is a welcome sign of India's 
awakening to the necessity of entering into bilateral 
treaties with important foreign countries with wliom India 
has close commercial relations. . 

The greatest beneficiary of the Agreement has been the 
Indian cotton grower wiio has thereby secured a large and 
stable market in Japan. Until recently, the actual export 
of Indian raw cotton to Japan has, of course, sometimes 
exceeded the quota fixed under the agreement. Neverthe¬ 
less, the benefit to India in this respect is certainly 
substantial. Indian cotton, as we already seen, is generally 
~ of the short staple variety and as such it is not of much 
- value to Lancashire who requires long staple cotton for her 
^ superior cotton manufactures. As the Indian cotton miU 
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-industry absorbs only 50 per cent of our total produce of 
raw cotton, we require a stable market for the remaining 
50 per cent. This has been largely secured by the Indo- 
Japanese treaty. 

But with this solitary bright exception, the lndo> 
Japanese Commercial treaty of 1934 has b(*.en productive 
of results which have mostly favoured Japan at India’s 
cxi)eiise. 

In the fh'd place^ the qmtn system had many looi> 
holes which were thoroughly exploited by Japanese 
exporters in order to send to India textile goixls much 
in excess of the agreed quantities. 

(a) For instance, taking advantage of the lower duties 
of 35% on fents (f.e., rejected cuttings of cloth pieces), 
Indian importers of Japanese piece-goods imported into 
India abnormally large quantities of spurious fonts which 
were nothing but perfectly good piece-goods of garment 
lengths, si)ecially sized for evading the higher duties and 
the quota restrictions. Not less than 33,709,688 and 
34,759,506 yards of fents were imiwrtcd into India in the 
first and the second year respectively after the conclusion 
of the Agreement through the Kathiawar Port. 

(b) Secondly, Japan exported huge quantities of silk 
and artificial silk tnece-goods which were also not included 
within the quota. 

(c) Thirdly, Japanese exporters in order to evade the 
' quota arrai^ement began to send ready made cotton goods 
dike shirts, dresses, skirts, etc. which literally flooded the 
Jndian market. 

(d) SbufiMy, Japanese piece-goods have sometimes 
31 
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been re-exported from India to Afghanistan and Nepal 
from which places, however, they were smuggled into 
India through ill-guarded border routes, thus avoiding 
the quota restriction. 

(e) Lastly, the linear yard basis has not been generally 
adhered to and cloth of greater width has frequently been 
exix)rtcd to India. 

Thus, the main objective of the Agreement, namely 
restrictioti of Japanese exi)ort of cotton piece-goods to 
India, has not been adequately fulfilled and the Indian 
cotton-mill industry has suftered much on account of 
unfair Japanese competition. 

(2) Secondlyf the ludo-Japanese Trade Agreement of 
1934 has been strongly criticized for overlooking the 
interests of many other nascent Indian industries which 
have siiflfered most owing to unfair Japanese competition. 
Japanese soap, glassware, boots and shoes, hardware, 
woollen goods, cycles, umbrellas & various toy products 
have been imported in huge quantities, and because of 
their extreme cheapness have wrought havoc upon corres¬ 
ponding domestic industries. On the other hand, Japanese 
imports of Indian pig iron, jute and oil-seeds have been 
greatly reduced since the conclusion of the Pact. Critics 
have rightly contended that there should have been a 
comprehensive trade agreement between India and Japan 
on a reciprocal basis, instead of a limited Agreement re¬ 
garding rival cotton interests only, and that even this limi¬ 
ted Agreement has not been very scrupulously maintained. 

(3) Lastly^ it has been said that even the interests of 
the Indian Cotton growers have not been safeguarded in< 
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the best ix)ssible manner. The negotiators seem to have 
foiigotteu the basic fact that the importation of Indian 
raw cotton by Japan did not represent aiiv sacrifice on the 
part of Japan, submitted to only as an inevitable price for 
the privilege of entry into the Indian market. For Japan 
Indian raw cotton was an absolute necessity, her average 
purchase during the last ten years being nearly IJ million 
bales. In the firat year after the couckision of the agree¬ 
ment, Japan purchased more than 2 million bales, a 
striking evidence not of her generosity but of her depen¬ 
dence upon Indian raw cotton. Hence, the Imic quota 
should have been fixed at at least 1.} million bales instead 
of 1 million bales, as it was actually done. More¬ 
over, Japan should never have been allowed tin; gratuitous 
privilege of cx[)orting 12.0 million yards of cotton piece- 
goods without any obligation to buy Indian Cotton. 

It is clear from the above reasonings that the first 
Indo-Japanese Trade Agreement has been at once in¬ 
adequate and defective. Its scope was unduly restricted, 
the Indian cotton interests monopolising all the attention 
possibly because of their great clamour and organized 
campaign, the other lesser industries being left absolutety 
unsheltered to face the full brunt of Jai)ane8c competition. 
Secondly^ even within its limited scope, it failed cons- 
piiuiously to enforce strict adh<;reoce to *he exact terms 
of tae Agreement. On the other hand, Japan got liracti- 
cally everything she wanted. She got back the Most 
Favoured-Nation treatment, the unrestricted entry into 
the Indian market with regard to all goods other than 

i 

cotton, and even as regards cotton, she managed to secure 
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a quota arrangcmont which she seemed to circumvent at 
all points by various devices whenever she chose to do so. 
And the price that she had to pay for all these privileges 
was the obligation to buy Indian raw cotton in (luantities 
which were below her average off-take for some years 
liast, an obligation which was not only welcome but even 
compulsory from the Japanese i)oint of view, as Japanese 
Cotton Mills could hardly work to full capacity without 
the supply of Indian raw cotton. 

The Indo'*Japanese trade agreement of 1937. 

As the liido-Japancse Agreement was due to terminate 
in March 1937, it was hoi>ed that in the ensuing negotia¬ 
tions the Government of India would fully profit by 
the experience derived from the actual working of the 
previous Agreement as well as from the able represen¬ 
tations innde by various Indian commercial bodies. That 
hope, however, was doomed to utter disappointment. 

In the new Protocol which came into force on April 12, 
1937, the following pi'ovisions have been made :— 

(1) The basic qmta has been reduced from 325 
million yards of Japanese piece-goods to 283 million yards 

against 1 million Imlcs of Indian raw cotton, while the 

# 

fHoximmn quota ior Japan has been filed at 358 million 
yards of cotton piece-goods. For every 10,000 bales of raw 
cotton in excess of the basic quota, Japan can export 
1,50,000 yards of cotton piece-goods to India. 

(2) Allotment regarding the tconstituent elements of 
the Japanese qnota has been made at f<dlowt 

(a) Pkin grey8~4(KI^ 
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(b) Bordered greys—18% 

( c) Bleached (white) goods—lO^o 

(d) Printed goods—20/c 

(e) Coloured goods—17% 

Thus, the new Agreement is iJiacticiilly the old one 
renewed with some reduction in the basic quota for 
Japanese piece-goods. Apparently, the terms are more 
favourable to Indian mill-owners without any injury to 
the cotton growers. But here we must remember that in 
the meanwhile Burma has been separated from India and 
that Japan has concluded a sepanite Agreement with 
Burma regarding her piece-goods trade. Hence there 
has been no sacrifice on the Japanese side. On the other 
hand, no attempt has been made to remedy the glaring 
defects revealed by the old Agreement. 

(a) Ferds have not been included within the category of 
cotton piece-goods to which character they actually belong. 
Even the emergency duty of 50% on fent was reduced to 
35% to placate Japan. The only provision that was made 
was that their maximum imports into India were not to 
exceed the high limit of 8'95 million yards. 

(b) Again the yards in which the iiuota has been fixed 
are the same old linear yards, and not equate yards al¬ 
though the Japauese-Australian Trade Pact of 1937 has 
been fixed in terms of square yardage. Thus Japan has 
been given the opportunity to double her actual qqota by 
sending cloth of much greater width. 

(c) No agreement has been made regarding the Japanese 
export of silk and artificial silk goods in the interest ^ 
the Indian silk industry, the duty of 50% ad vahrem.dtc 
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5 as i)er lb whichever is higher, having been proved to 
be insufficient for the purpose. 

(d) No limitation has been put to the Japanese export of 
numerous made-up cotton goods. like shirts, skirts, etc, 
although the recent American-Japanese Cotton Agreement 
has included within its scope specialised products like 
towels, table-cloths, handkerchiefs, etc. 

(e) Lastly^ nothing has been done to save the numerous 
nascent industries like soap-manufactures, umbrellas^ 
toys, shoes, etc. which had been facing all these years the 
frightful effects of Japanese exchange-dumping. 

Thus, oncxi more India has emerged discreditably out 
of the Indo-Japanese trade negotiations, thanks largely to 
the anxiety of the Government of India to placate Japan. 
As the government can not claim this time the excuse of * 
ignorance, it is difficult to resist the conclusion that politi¬ 
cal pressure must have been put from Whitehall upon the" 

I 

subordinate Indian government to make generous^ conces¬ 
sions to Japanese demands in the interest of British 
friendship with the Great Power of the Far East. Thus, 
probably for iwlitical reasons, our first essay in the sphere 
of bilateral treaty negotiations must be regarded as a 
failure from the commercial point of view. 

The Bombay-Lancaifaire Textile Agreement 

The phenomenal rise of the Japanese cotton-mill indus¬ 
try and the keen challenge presented by it to the Indian 
cotton-mill industry both in the home market and the 
foreign markets including the colonial markets, led to an 
unexpected development of the relations between Lanca- 
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^hire and Bombay. Hitherto, Lancashire had been a relent* 

less opponent of the Indian cotton-mill industry, although 

there Was hardly any keen competition between the two» 

as Lancashire mainly produced finer cloths, while Bombay 

produced coarser piece-goods and as such she catered for 

different markets. Japan, however, was a more direct 

and serious rival of India ; and to a lesser, but growing 
¥ 

extent, of Brilhiin, both in India and elsewhere. Hence, the 
emeigenc^jof a common foe was conducive to an unex- 
liected unprecedented mpprorltnnent between the 
.tradition[^l rivals, Bombay and Lancashire. 

Mr, H. P. Mody, the then president of tlie Bomay Mill- 
owners’ Association, during his stay in England in connec¬ 
tion with the London discussions on the Reserve Bank of 

• • 

India legislation, made a gesture to Laucaslnre to adjust 
her relations with Bombay on a reciprocal basis, provided 
she recognised India’s right to frame her tariff policy in 
accordance with her own national requirements, and pro¬ 
vided she undertook not to stand in the way of India’s 
jwlitical progress. This suggestion of Mr. Mody was al¬ 
most immediately taken up and a Lancashire trade delega¬ 
tion led by Sir William Clare Lees come to India to nego¬ 
tiate a textile agreement with the Indian textile industry, 
thereby implicitly admitting that Indian commercial ques- 
diions could only bo dealt with in India. 

The Lancashire trade delegation met the repres.enta- 
tives of the Indian textile industry. In the course of the 
discussion, however, serious differences arose between the 
views of Bombay and other Indian cotton centres. The 
result was that Lancashire could negotiate an agreement 
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only with the Bombay cotton industry which representfed' 
only 50% of the Indian textile industry. This Agreement 
is popularly known as the Mody-Lecs Pad, The Pact was 
signed on 8 October 1933 and it was to remain in force till 
31 December, 1935. 

Provitiont of the Mody-Lees Pact. 

(1) It was agreed that while the Indian cotton textile 
industry required some protection against the import of 
British yarns and piece-goods, India required higher pro¬ 
tection against foreign tn.'inufactures on account of the 
lower cost of production and depreciating currency in 
foreign countries. The reference was obviously to Japan 
but the principle of preferential treatment of British cotton 
goods was thereby admitted. 

(2) It was agreed that when with the improvement of 
the revenue i)osition, the Government of India found it 
lX)ssible to do away with the surcharge on all imports im- 
ix>scd since 1931, India would exempt Lancashire cotton 
luece-goods from any additional surcharge that might be 
im{)Osed on other imports. 

(3) It was agreed that India should lower her duties 
on imports of cotton yarns and artificial silk piece-goods 
from Lancashire. 

(4) It was agreed that Lancashire should explore all 
possible avenues for greater absorption of Indian raw 
cotton in the Lanciishire textile industry. 

(5) Mmllyt it was agreed that the Manchester 
Chamber of Commerce would use its gOod offices for 
-securing a market for Indian cotton piece-goods in over- 
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sca» markets iu which Indian mills were without establi¬ 
shed connections, and that wherever the British textile 
industry could secaire a quota for itself, a part of the same 
should be given to the* Indian textile industr}'. 

. How the Mody-Leet Pact was received. 

The Mody-Lees Pact, as it might bo expected, w»a« 
hailed with great official blessings both in Britain and in 
India as inaugurating a m^w era of [ndo-British cominer* 
cial co-operation in place of the old mutual suspicion, 
and bitter rivalry. It w’as ix>inted out as a great boon to 
India, that Lancashire recognised India’s legitimate indus¬ 
trial and |>oliiical aspirations, that site would increa.singly 
provide a market for Indian raw cotton thereby heli>ing 
the Indian cultivator W'ho liad at riresent to deiXind uiwii 
.fapan, a foreign country'; and that the Manchester Cham¬ 
ber of Commerce premised to provide India with an over¬ 
seas market for her cotton piece-goods possibly at the 
sacrifice of its own interests. 

Indian public opinion and imrticularly the opinion of 
the Indian mercantile public, however, could not tak(^ 
such a rosy view of the prospects. A great deal of resent¬ 
ment was felt towards Mr. H. P. Mody (who has subse¬ 
quently been knighted possibly for ids service to Lanca¬ 
shire) for having made substantial concessions to Lanca¬ 
shire at the expense of the Indian textile industry in lieu 
of certain vague promises and assurances. The promise 
as regards greater off-take of Indian raw cotton by Lanca¬ 
shire was not regarded as being of much value, as Lanca¬ 
shire primarily wanted long staple cotton which could be 
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best supplied by the U. S. A. and Egypt. Even if Britain 
could take more of Indian cotton, that would be because 
of its relative cheapness and in the interest of Imperial 
self-sufficiency and as such no special thanks-giving ser¬ 
vice was called for. 

The assurance as regards foreign and overseas markets 
was similarly minimised on the ground that the Indian 
Cotton textile industry which was still unable to hold its 
own in the home market without a substantial measure 
of protection could hardly be expected to do much busi¬ 
ness in overseas markets in the teotli of keen internation¬ 
al comi)etition. Finally, it wns pointed out that the 
Bornbay Mill-owners’ Association which represented only 
50% of the Indian Textile industry had no right to bind 
the whole of India to vi\ Agreement in which other Indian 
textile interests did not participate. 

' Government action following the Modylees Pact. 

The Government of India, however, was undeterred 
by all these public criticisms and almost forthwith pro¬ 
ceeded to implement the Pact. This was done by the 
Indian Tariff (Textile Protection) Amendment Act which 
came into force on May 1,1934, establishing the scale of 
duties agreed to under the Pact. These new duties on 
British cotton goods were to remain in force for two 
years after which they were to be considered afresh by a 
fresh Tariff Board. 

In September 1935, the proposed Tariff Board was 
set up which made the following principal recommenda- 
ttions— 
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(1) That the duty on plain grey goods should be re¬ 
duced from 25% ad'valorem or 4* annas i)er lb whichever 
was higher, to 20% ad valorem or 3* annas per lb which¬ 
ever was higher. 

(2) That the duty on bordered grey, bleached and 
coloured piece-goods (other than prints) should be reduced 
to 20% ad valorem. 

(3) That the duty on cotton yarn should remain the 
same as before. 

The above recommendations of the Tariff Hoard were 
immediately given effect to by the Government of India 
by means of a special Notification. The special treatment 
meted out to Lancashire by the Tariff Board at India's 
expense, as well as the precipitate haste of the Govern¬ 
ment in implementing these recommendations, came in 
for great public criticisms. The Government, however, 
•defended its action by citing its own precedetits of raising 
duties on imports of Japanese piece-goods without consul¬ 
ting the Indian legislature. If duties could be raised by 
a Notification, they could equally be lowered by a Notifica¬ 
tion. One could retort that there was a world of diffe¬ 
rence between the objects of the two Notifications, in as 
much as the earlier ones were emergency measures in 
Indian interests, while in the second case the emergency 
was conceivably Lancashire's and as such it was no busi¬ 
ness of the Government of India to bother about it. . 

' The Indo-Britbh Trade Agreement 

As a sequel to tiie Ottawa Agreement and the Mody- 
Lees Pact, an Indo-British Trade Agreement came into 
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oxistence in 1934 which was to remain in force during 
the currency of the Ottawa Pact. 

To begin with, there is not much that is novel or 
striking in the new Agreement. It reiterates the prin¬ 
ciples of Iiido-British co-operation adopted in the Mody- 
Tioes Pact and emphasises the necessity for reduction of 
duties on British cotton piece-goods to 20% ad valorem 
or 82 annas per lb as regards plain greys, and to 20 % nd 
rabrem on others, a suggestion which, as we have already 
seen, was fully adopted by the Tariff Board of 1935 and 
implemented by the Government of India by a special 
Notihcation. 

The Agreement repeats the assurance as regards Lan¬ 
cashire’s intention to take more and more Indian raw 
cotton as well as the desire of His Majesty’s Government 
to explore the i)ossibilities of overseas markets, particularly 
in the British colonies and protectorates, for Indian cotton 
l)iece-goods. 

His Majesty’s Government further undertakes to 
continue the existing privilege of duty-free entry of Indian 
pig-iron into the British market, so long as the existing 
duties on British iron and steel imports into India are not 
raised, and to encourage generally greater consumption in 
the United Kingdom of Indian raw or semi-manufactured 
materials used in the manufacture of articles on the im¬ 
portation of which preferential duties have been imposed 
in India. 

Finally, the Agreement seeks to clarify the principles 
which were to govern Britain’s commercial intercourse 
with India. His Majesty’s Government recognises that- 
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revenue duties on British goods are unavoidable in the 
existing Bnancial position of the Government of India, 
that India has the right to grant discriminating i^rotection 
to those Indian industries whose claim to protection might 
be recognised by the recommendation of the Indian Tariff 
Board, but it stipulates that the amount of protection 
should not exceed the rate necessary for equating the 
prices of imported goods with the fair sdli'ng prices of 
corrc8i)onding Indian goods. Subject to this condition, 
however, lower duties should be imposed on Biitish goods, 
whenever possible. This provision, however, does not 
affect the protection enjoyed by numerous industries 
under the Safeguarding of Industries Act of 1933, or the 
right of the Government of India to impose surcharges in 
addition to existing protective duties out of revenue 
considerations. On the otlier hand, the Government of 
India undertakes to afford full opix>rtunitie8 to British 
commercial interests to state their case fully whenever 
the Indian Tariff Board will be considering the claim to 
protection of any Indian industry or the case for a radical 
alteration of the existing rate of protection to any Indian 
.industry in view of altered circumstances. 

Critical evaluation of the Inclo-British 
Trade Agreement. 

The official claim, 

The so-called Indo-British trade Agreement, coming 
on the heels of the Ottawa Agreement and the Mody-Lees 
Pact, naturally came in for great official blessings and 
^public criticisms. The Government spokesmen repeated 
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the advantages secured for Indian raw cotton, pig-iroD» 
other raw and semi-manufactured materials generally, a» 
well as Indian cotton manufactures which could now hope 
to be offered an outlet in the colonial markets. On the 
other hand, India lost nothing. India’s fiscal Autonomy 
was maintained and the iu'inciple of discriminate protec¬ 
tion was recognised by His Majesty’s Government. 
Revenue considerations of the Government of India 
were also completely unaffected by the Agreement India’s 
status us an equal contracting party was recognised. In 
brief, the Agreement was nothing but, to paraphrase Sir 
Joseph Bhore’s speech, a crystallisation of existing fiscal 
practices and conventions, and an implementing of implied 
promises given at Ottawa and the definite promises 
given to the Clare-Lees Dcqnitation. The Viceroy even 
maintained that the Agreement would magically transform 
the attitude of the British public towards Indian political 
aspirations and would relegate the “Safeguards” to the 
background. 

Indian re action. 

Whatever the merits claimed for the Agreement by 
official spokesmen, the Indian reaction has been one of 
most vehement opposition. It was widely apprehended 
that the Fiscal Autonomy Convention, never scrupulously 
maintained, was now going to the officially thrown over¬ 
board, as rival British industries obtained the right to* 
present their case for protection to the Tariff Board equal¬ 
ly with the Indian industries. It was equally preposteroua- 
that the Indian Tariff Board could not recommend any' 
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alteration of existing protective duties in the face of an^ 
emergency without giving an opportunity to interested 
British parties to make their own representations. The 
entire transaction became all the more scandalous asiio- 
such reciprocal rights were accorded to Indian interests 
in the United Kingdom. His Majesty’s Government, not 
satisfied witli the wide and far-rcaching privileges accord¬ 
ed to British industries both by the Ottawa Agreement 
and tlie Mody-Lees Pact, now succeeded in fastening a 
still closer chain on India’s Fiscal freedom in that British 
commercial interests came to be recognised as an equal 
l»artner with Indian interests. And as British and Indian 
interests are largely comi»etitive in cliaracter, obvifmsly 
India would be more systematically sacrificed for the .sake 
of her dominant partner. The vague assurances as regards 
greater off-take of raw cotton, and other raw or semi¬ 
manufactured materials or as regards securing of colonial 
markets for Indian cotton piece-goods, deceived no one. 
The impression was universal that Britain took the sub¬ 
stance, and India got the shadow, 

The Indo-British Trade Agreement, however, li.id a 
very short-lived existence, as it was denounced by the 
Indian Legislative Assembly. Similar fate also overtook 
the Ottawa Agreement. As the Government had agreed 
to abide by the verdict of the House in all fiscal matters, 
notice was given for the termination of both the Agree¬ 
ments. The Government, however, obstinately maintain¬ 
ed that pending the conclusion of a fresh Agreement, the 
existing preferences on British goods should continue. As 
no such Agreement has so far been concluded, the 
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pciilc of preferential duties established by a series of 
disreputable Agreements lias been continuing to exist, 
although Indian public opinion demanded their immediate 
termination. This is one more anomaly in our Pascal 
Autonomy. 

Basis of a true Indo British Trade Agreement 

As negotiations for a fresh Indo-British Trade Agree¬ 
ment, despite tlie recent set-back, are bound to continue 
in the future, it might be useful for us to indicate certain 
basic facts which must be rememWed before entering 
into any bilateral pact with the United Kingdom. 

In the /ir.st place^ unlikes Britain, India, is well adai)ted 
for an economy based on the princiide of national self- 
sufficiency. The U. S. A. rather than the United Kingdom 
should be our model in this respect. 

Secondly, while Britain has always been our greatest 
customer chiefly for Itisiorical reasons, the natural ten¬ 
dency of India's foreign tnide, both for some years before 
the war and in the post-war })eriod, has been, until the 
conclusion of the Ottawa Agreement, one of increasing 
diversion from Britain to other foreign countries. Hence, 
it is as important to cultivate our foreign markets as it is 
to cultivate the British market. It follows that nothing 
should be done to placate Britain, which might in any sense 
prejudice our rations with the foreign countries in which 
we are interested. 

Thirdly, the interest of Indian industries and of the 

Indian consumer should in no case be sacrificed. This 

* 

■ principle completely rules out all prospects of our, partici- 
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:pationinany scheme of Iniiicrial preference. We must 
give protection not only to those inilnstrics which can 
tiltiniately hope to withstand world com [Petition, but even 
to those which may not do so, iwovidcd they are essential 
for military purposes in times of war. 

Fourt}dy, while there can be no (piestion of a preferen- 
nbial treatment to Britain, it may be to onr advantage to 
conclude a bilateral trade Agreement with the United 
Kingdom on the basis of reciprocity. But in negotiating 
such a treaty, one thing must lx* remcnib(T(^d. On 
account of certain “invisible'' British exports, India is a 
debtor country and has to pay :uinnally about Rs. SO 
crores to the United Kingdom to repay her obligations in 
this resiiect. A trade agreement b(^twcen a creditor and a 
debtor country can never lx; strictly based on the i)rinciple 
of quid pro quo : the debtor must have an exix>rt 8ur[>lus 
and the creditor must bo satisfied with an import surplus, 
unless default or repudiation is de.sired. As India has no 
other means of discharging her well-nigh permanent obli¬ 
gations, known as Home Chfirges, to the United Kingdom, 
our ‘invisible im[K)rts* from Great Britain must be fully 
taken into account before the conclusion of a bilateral 
oommercial treaty with her on the basis of reciprocity. 
At the same time vigorous efforts should be made to 
Teduce drastically and ultimately to abolish our so-called 
^invisible' imports, to pave the path for a future bilateral 
pact with the United Kingdom on the basis of an exact 
quid pro quo. 
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Scope of Bilateral Agreements for India. 

Althonjrli the Indo-Japanose Commercial treaty and the' 
Irido-British trade Agreement, both technically bilateral 
in character, have been highly disappointing in their terms 
and results, failure from the Indian point of view is more 
due to the manner of their negotiations and to the ])olitical 
forces which sliaped their course than to the fundamental 
nature of bilateralism as such. Hence, Indian commercial 
opinion has definitely expressed itself in fsivonr of separate 
bilateral agreements with different important countries 
in the place of (‘xisting adherence to the most favoured- 
nation treatment cliuise. Not that India is not alive to 
the dangers and distress inherent in a gradual shrinkage 
of international trade and in restrictions on the free flow 
of foreign trade involved in various clearing or barter 
agreements: but in a world, pledged to the ideal of national 
or Imperial self-sufficiency, with a greatly reduced volume 
of foreign trade whose course is strictly regimented by 
various bilateral pacts, India has no choice but to fall into- 
line with the rest. It is only in this way that India can 
get back her lost markets and remedy her present iin- 
favoiinible balance of trade with countries like Germany,. 
France, Italy etc. 

The Government of India, however, has so far rejected 
the idea of entering into fresh bilateral pacts with diflferent 
important countries and that for the following reasons:— 

Jn the firftt place, India has not much to gain from the 
conclusion of such pacts, as she has normally a favourable 
balance of trade with the important foreign countries 
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mentioned. The present unfavourable balance may be a 
passinjf i)hcnomenon. By entering into bilateral pacts, 
India will forfeit the future advantage of enjoying a 
favourable balance. 

(2) SeroMy, even admitting that it is desirable to 
enter into bilateral agreements, it is not practicable to do 
so. India is no longer in the old commanding })ositio!i as 
a supplier of food-stuffs and raw materials to most of 
jthese countries. For instance, Germany who was formerly 
k large customer of Indian raw materials, now imports her 
lotton from Brazil, Peru, Egypt and Turkey ; hides and 
Ikins from South America ; oil-seeds from the Argentine, 
etc. as she has got clearing agreements with all these 
countries. Moreover, Germany is trydng to resort to 
various ayntlietic products ;iiid chemical substitutes. 
Similarly, France is depending more and more upon her 
colonial products, the U. iS. A. upon herself, Italy upon 
her colonies and so on. Besides the control over foreign 
exchange maintained by these countries might present 
serious impediments at any moment to the actual working 
of any Agreement that might he reached. 

(3) Lastly^ India can not hope to get back a foreign 
market without giving concessions in her own market, 
hnd such concessions may not be iii the interest of the 
Indian domestic industries. 

The above paraphrase of the main official arguments 
against India’s participation in bilateral agreements is 
highly interesting as it indicates a desperate attempt Iso 
defend a position which the defender knows tb be indefen¬ 
sible. While Britain is straining evei^^ uoive'td increase 
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her foreign balance by Imperial Preference, and various 
bilateral treaties, India is calmly asked to sit tight till 
the w'storation of her normal favourable balance with 
foreign (!Ountrics. If times are abnormal to-day apparent¬ 
ly they arc going to be normal to-morrow. Hence, a iwlicy 
of drift is justified. The next moment, however, we are 
told that such ‘ normalcy’ for India at any rate can not 
be restored, as foreign countries are becoming more and 
more self-sullicieiit, and as they have already entered 
into bilateral pacts with otlier raw-material-producing 
countries. One shoiild like to know why India can not 
enter into a bilateral agreement with Germany, when 
I^^gypt, Brazil and Argentine have already done so. Again 
if ‘(‘xchange’ control has not prevented the functioning of 
tdearing agreements between Germany and the other 
countri(^s mentioned above, why should it act as an insur¬ 
mountable stumbling block on the way of an Indo-Gerraan 
pact ? 

But the most interesting part of the Agi'eement is the 
Government’s solicitude for Indian indu-stries which might 
be threatened by concessions granted to foreign countries. 
Obviously the Government must believe that concessions, 
however great and far-reaching. eml)odicd in the Imperial 
Preference Scheme, and the Indo-British trade agreement, 
can not but have a salutary efifect on Indian industries as 
John Bull is the recipient, but concessions, however 
limited and narrow in their scoi)e, can not fail to hamper 
the same Indian industries, when the recipient is a foreig¬ 
ner. So in the official logic, it is the nationality of the 
^recipient that determines whether a given concession is 
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going to be constructive or destnictivc. Well might 
Aristotle take note of this ! 

The truth is that the Government of India knows 
thoroughly well that bilateral agreements, however bene¬ 
ficial to India, can not be concluded except at the expense 
of the United Kingdom. India can not secure a concession 
in a foreign country without making rccitJrocal concessions 
in her own country. It is [wccisely on this point of a 
quid pro quo that the Government exi)eriences its diffi¬ 
culty. There is hardly any imiwrtant item of our foreign 
imi)ort trade on which Britain has not already secured, 
through various euphemistic pacts and agreements, 
substantial preferential concessions in the Indian market. 
Hence concessions can be given to foreigners [irimarily at 
Britain's exi)ense. This is the solid reason, though un- 
mentioned in the official apology, why the Government has 
not thought it fit to prescribe bilateral pacts for India. Yet, 
it is precisely for this reason that India must contemplate 
the conclusion of bilateral pacts, if thereby lier commercial 
prosi)erity can be advanced. We must sconre a foreign 
market for those goods of which Britain takes the the least 
and foreigners took the most in pre-Ottawa days and for 
that privilege we must give to the foreigner concessions in 
our own market regarding those goods in which they are 
interested, at the expense, if necessary, of a part or whole of 
the British exports of identical goods, provided our own 
domestic industries do not suffer thereby. This consti¬ 
tutes the natural and perfectly healthy lines along which 
bilateral agreements may be negotiated. 



CHAPTER XX 

INDIAN CURRENCY AND EXCHANGE 

Early History of Indian Currency 

The nncicut Hindu kings were very much fond of gold 
coins bearing their own inscriptions and sometimes some 
symbols or mottos of their own rule. Particularly when a 
new monarch catjiblished himself by right of comiuost on 
a new throne, the earliest royal act w'as to strike coins in 
his own name and to circulate them among the public. 
As India, exeept on rare occasions, always consisted of a 
number of principalities anil states, a large number of 
gold coins, varying botii in their gold content and degrees 
of fineness, circulated at the same time in the difiPerent 
parts of the country. 

In the Moghul days, both gold mohur and silver rupees 
were generally recognised as legal tender, and although 
tliere was no fixed ratio between them, both bore a fixed 
relation to the dam, the copi)er coin of the Moghul Empire. 
In south India, wliich never came completely within the 
grasp of the Great Moghuls, there were usually gold coins 
particularly in the diflPerent Hindu kingdoms. 

After the deatli of Aurangzeb, when India was thrown 
into groat political chaos, naturally an extra-ordinarily 
large number of small states sprang up everywhere, each 
claiming a coin of its own, with the result that about the 
middle of the I8th century there were in India some 994 
coins, both gold and silver, varying in different degrees of 
weight and fineness. Naturally, this bewildering multi* 
pUcity of coins presented serious obstacles to the flow of 



INDIAN CURRENT AND EXCHANGE 


503 


trade, both internal and foreign, which these troublesoipe 
times otherwise ptTmitted. There was no such thing as 
general acceptability of coins. People liad to test every 
coin before they could accept it on pain of being cheated 
by their clients. 

History of Indian currency in the 
nineteenth century. ■ 

The history of Indian enrreney in the 19th century 
van easily he. divided into the following four well-marked 
IX'riods : 

fa) 1800-1835—Attempt at unifieation. 

(b) 1835-1874—Period of exivriments. 

(c) 1874-1893—Period of currency de[)re,eiation. 

(d) 1893-1900—Abandonment of silver Monometal¬ 
lism. 

(a) First Period : 

Up to the second half of the 19th century, bimetallism 
•was the fashionable monetary standard in EnroiH^. 
Under it, both gold and silver coins circnialx'd aide by 
side and there was a fixed ratio betweim the two, the 
most usual ratio being 1:16. The East India Comimny 
was thus naturally influenced by the prevalent European 
notions and made efforts after efforts to introduce bime¬ 
tallism into its own territories, but they all failed as the 
official ratio could not be maintained owing to the over¬ 
valuation of gold in the market and its under-valuation 
in the Mint. The East India Comiiany thus had to fall 
Jback upon silver, though the circulation of gold coins was 
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(^n(;ourug(!tl, while no further attempt was made to main ¬ 
tain any particular ratio. 

In IHIH, in the Madras Presidency the silver ruix*c of 
ISO grains, ll/12th fine was adopted as the le^al tender,, 
though the gold Pagoda could be issued and received by 
the Government if the imblic wanted or offered it, at such 
rates as might be d(*termined by a proidamation from time 
to time. 

Ill 1«S2,'J, the J^ombny Presidency followed Madras by 
ado[»ting the latter’s rupee of 181S and finally in 18B5 the 
the SMirii' silver coin w'as d(‘clared to be the sole legal ten¬ 
der throughout the territories of the lOast India (’ompany. 
Thus, after some abortive exiK*riments with bimetallism,. 
India was committed to silver monometallism with the 


usual facility of free coinage, 
181)3. 


which standard lasted up to 


(b) Second period. 

Although the silver rupee was adopted in 1835 as the 
sole legal tender throughout the territories of the East 
India Company, the experiment with gold circulation by no- 
means ceased. The cuiTciicy Act of 1835, for instance,. 
authorized the coinage of gold mohurs and of other gold 
picc(*s, if recpiired by the public. In 1841 the Company’s 
Government went even further and it was notified that 
gold Mohurs would be accepted in payment of public 
dues at the rate of 1:15. The Australian and Californian 
gold discoveries of 1848 and 1849, however, led to a huge 
increase in the supply of gold with the consequent fall in / 
its price. Gold thus became over-valued in the Mint,, 



INDIAN CURRENCY AND EXCHANGE 50rf 

and, according to Gresham^a law» it displaced silver. The 
Government was faced with a continuous strain on ite- 
budget from whicli it could escaixj ultimately only by the- 
demonetization of gold. But the demonetization of gold, 
though it saved the Government from one Iripis, was by 
no means an unmixed blesssing. There was a great strin- 
geney of money in the market, as the supply of silver wat^ 
falling while the public demand for money was iin;reasing. 
The monetary scarcity was further intensiiied by the 
diversion of silver to noii-moiietary uses. Besides, th(U’e 
was no credit system on any considerable scale in those 
days, which might have offset to some extent the effects 
of a currency famine. Accordingly, some of the iner<;an- 
tile iKsople resorted to gold ingots, of a particular weiglih 
and shape, which they used as media of exchange. On 
the other hand, a huge clamour was raised by the various 
Chambers of Commerce, demanding the immediate estab¬ 
lishment of the gold standard, a demand which was all 
the more strengthened by the large importation of gold' 
into India by way of payment for our huge cotton exiwrts,. 
following the American cotton famine during the sixties. 
In response to insistent public demand, the Government^ 
agreed in November 1S64 to receive sovereigns and half 
sovereigns in payment of public dues and to offer the same 
to its creditors at the rates of 1:10 and 1:5 resiiectivcly.. 
The ratios were slightly altered in 1868, so that the new 
ratios were l;10a and 1:5J respectively. 

Meanwhile the Mansfield Commission had Ixien set up> 
to examine the whole problem of Indian currency. The- 
Commission favoured the establishment of a currency 
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standard based on gold and silver. It also recommended 
tliat gold coins valued at 15, 10, and 5 raises should ha 
introduced and iK)pnlariscd in the country. But no action 
was taken by the Government on tlie Reixu-t of the Mans¬ 
field Commission. liastly, in 1872 Sir Richard Temple 
submitted a Note to the Government demanding the 
establishment of a gold standard in India, but again to no 
ede.ct. Thus the period of experiments ended with no 
substantial results. 


{c) The Third Period. ( 1874 - 189 : 1 ). 

From 1878 onwards, the inteinational status of silver 
became seriously affected which did not fail to have 
serious rciUTcussions upon Indian currency and exchange. 
We hav(? already referred to the great Australian and 
Californian gold discoveries during tlm later forties which 
largely increased the world’s total stock of gold. As 
Kngland had ;iiready adoi)ted the gold standard after 
the close of the Naixileonic wars, Germany under Bismarck 
wanted to signalise her victory in the Franco-l^ussian 
war by adopting the gold standard. The French war 
indemnities which w(Te paid hirgcly in gold, owing to the 
easy availability of gold, were of great assistance to Ger¬ 
many for the fulfilment of her monetary aspirations. In 
1873, therefore, Germany abandoned bimetallism in favour 
of gold standard. Germany's example was soon followed by 
Norway, Sweden and Denmark. The Latin union was the 
last refuge of bimetallism in Europe *, but the growing 
strain proved to be too much even for the Latin Union. 
.Accordingly, silver was demonetized even in the Latin 
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Union. The rapid fall in the world value of silver which 
followed the abandonment of bimetallism in Europe 
naturally affected the status of silver all the world over. 
The U. S. A. repealed the Sherman Act absolving the 
Americiin Treasury of its obligations to buy silver for 
monetaiy purposes. The last nail was thus hit on the 
cotiiii of international bimetallism. 

In India, the progi'esaive fall in the value of silver 
which began from 1873 had its natural repercussions 
upon Indian currency and exchange. The depreciating 
exchange naturally affected both the European traders 
and the Government’s budget. Once more a great clamour 
was raised, demanding the closure of the Indian Mint 
to the free coinage of silver and the establishment of a 
gold currency standard. But once more the Government 
of India remained adamant on tlic ground of certain 
practical difficulties. The continuous strain, however, 
proved ultimately too much for the Government of India. 
An official representation was thus made to the Secretary 
of State for India for the abandonment of siJv(U‘ mono- 
metallism. But the India Secretary could not see his way 
to any compliance with the Government of India’s 
request. 

•(d) The Fourth period. (1893-1900). 

While the Government of India followed a iiolicy of 
^'splendid inactivity” the situation of the Indian rupee 
continued to deteriorate progressively. The repeal of the 
• Sherman Act in the U. S. A. was followed by the summon¬ 
ing of an International Monetary Conference which, how- 
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evor failod to arrive* at any decisions. Meanwhile the 
Hcrschcll (Committee had been ai)i)ointed in India in 1892 to* 
(jonsider the currency and exchange situation of the coun¬ 
try and to rcconinicnd proper remedial measures. The com¬ 
mittee recomm(*nd(‘d the immediate closure of the Indiaa. 
Mint to the Free coinage of silver, the continuation of the 
rupee*, now to become a taken coin, as an unlimited legal 
tender, the partial circulation of gold coins in the transi¬ 
tional period and the ultimate establishment of a full- 
fle(lg(*d gold standard in India. 

The Government of India for once accepted the reco- 
mmendatiotts of the Flerschcll Committee and the Currency 
Act of 189;5 closed the Indian Mint to the free coinage of 
silver, while tlie Indian rupee was retained as an 
unlimited legal tender. At the same time, administrative 
Notifications were issued whereby the Government agreed 
to accept in payment of public dues soveivigns and half 
sovereigns at the rate of Is. ld. to the rupee, and to issue 
rupees and notes against sovereigns and half sovereigns 
at the same rate. 

The action taken in 1893 was avowedly opi)ortunistic 
and transitiomd but it served its puriKise. Exchange began 
to rise gradually until the ratio of Is. 4d. per rupee was^ 
reached at which rate Indian {wiccs were apparently adjus¬ 
ted to world prices. The immediate problem being success¬ 
fully solved, the Government apix>intcd the Fowler- 
Committee. in 1898 to make final recommendations as 
regards India's currency system. The Committee virtually 
recommended the continuation of the then existing Gold 
Exchange standard as a transitional measure with a view to* 
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•the ultimate establishment of a full-Hedged i^old standard 
based on the free outflow and inflow of sold. The recom¬ 
mendations of the Fowler Committee W(‘r(? accepted almost 
in their entirety by the Government of India, though, as 
we shall see later on, tlie oflieial enthusiasm for the 
ultimate objective of the Fowler CV>mmittcc, as of other 
previous committees and commissions, was destined to 
cool down after some time. 

Before passiniz on to the study of luir currency history 
in the 20tli century, we shall now pause to analyse the 
main factors which led to the abandonment of silver 
monometallism in 1893 as well us the principal effects of 
such a decisb^tfTlevelopment. 

^^nomic effects of depreciation in the 
value of the rupee. 

(a) Strain on the Government of India. 

The progressive deterioration in the exchange value 
•of the ruiJee put a severe strain on the finances of the 
Government of India which had to dis charge c(;rtain fixeiT 
"a nnual sterling obligations k nown as th e Home Charges . 
As exchange bc^gan to fall, the Government required 
increasing quantities of rupees to purchase equivalent 
sterling, which meant either increased taxation or an 
unbalancing of the Government's budget or both. As 
Sir David Barbour, India’s Finance Member during 1888- 
1893 pointed out. even if exchange fell by a single penny, 
'the Government’s deficit would increase by more than 
Rg. 3 crores. Thus the Government’s finances were entirely 
at the mercy of the exchange. 
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(b) Effects on the people of India. 


The fall in the gold value of the rupee affected the* 
IKiople of India in diverse ways. 

In the first place, a s tux-payers , the people suffered on 
on the whole. As the Government increased the rates of 


taxes for balaneinp; its budjret, which was peri)etually 
upset by the fallinyj ex(rhan}je, the i)eople naturally suffer¬ 
ed. On the other hand, it may be observed that tlui actual 
sntferin*]; of the i)cople could not increase, in as much as 
rupee ia*ic(‘S wore steadily rising in India and as such in- 
creaseil money payments by way of taxation did not repre¬ 


sent increased sacrifice in t(irms of commodities and servi¬ 


ces. lint this ai’gument assumed an c.xact correspondence 
between the fall in the gold value of silver and the fall 
in the internal puicliasing power of the rupee, a corres¬ 
pondence which could hanily take place without some 
time-lag. Hence, there might be some sufferings in the 
short period, and as the rupee continued to depreciate 
over a long iH'riod, this maladjustment must have conti¬ 
nued increasingly to prevail all the time. 

Moreover, while there was a net increase in the tax 
buivlen, i)eople who paitl fixed revenues to the state, such 
as land-lords in the permanently settled areas, gained at 
the exi)ense of the rest of the community. 

Secomily, as producers and expori^rs, the Indian people- 
gained, as the same amount of sterling in London meant 
more mpees in India. But this advantage to Indian 
exporters could last so long as the purchasing. iJower of the 
rupee in India fell less than the gold value pf silver. ^s> 
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adjustment wuh bound to take place in the long run* 
between tlu* internal and external purchasing iwwer of the 
rupee, this bounty upon Indian exports could only be 
short-lived. 

On the other hand, however, the Indian people were 
losers as im porters, as they had to pay more in rnpee,s to 
purchase ciiuivalent sterling in London. Theoretically, 
therefore, there alionld have been some cluMtk to our 
importers during this lUTiod. As a matter of fact, liow- 
ever, onr im[)orts also increased in (piantity. The explana¬ 
tion ot this i>aradox is to be found in the fact that during 
this period the gold price of commodities was falling even 
more rapidly than tlie gold value of silver, so that on 
balance it paid India to import foreign goods. Neverthe¬ 
less, though our actual impoi'ts did not dimininish and 
(*von 80 m(‘what increased, our potential imiK^rts would liave 
been much greater, if we had been on tho gold standard. 
Hence we also suffered as importers on ac.count of our 
adherence to the silver standard which prevented us from 
reaping the full advantage of cheaper commodity prices 
in the gold standard countries of tho world. 

(c) Effect! on Europeans. 

The era of depreciating exchange adversely affected 
the different classes of Euroi)eans interested in India. It 
restricted the, flow of European capital into India , as 
European capitalists did not know how much they would 
receive back from India in payment of interest and 
principal in terms of sterling. European exporters suffered 
as the same amount of rupees in India meant lesser 
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lunount of sterling in London. This disadvantage, 
iiowciver, was partly offset by rising rupee prices in India. 
Lastly, Luropean qttieials and busincaa meiLin India 
suffered as they had to pay more riiiMJCs in India to pur- 
chase equivalent sterling in London which they rcciuired 
for making payments to their families in London. The 
prosiMjct of bringing a large fortune with them to England 
•on tiieir retirement also became dark on account of the 
.depreciatifig Indian (‘Xehangc. 

The abandonment of silver monometallism 

and after. 

The abandonment of silver mofio-nietallism in 1«S93, 
and tlie rebmtiou at the same time of the Indian rupee as 
! the sole unlimited legal tender throughoul India led to 
highly interesting developments of the Indian currency. 
The ruiieo beeamo a standard token currency, a sort of 
note printed uiiou silver, whoso face value was much 
greater than its metallic value. Obviously, there was an 
• element of opiiortunistic compromise in the Government’s 
immediate policy. What the Government wanted was ex¬ 
ternal stability of the value of the ruiiee. The experience 
of the last three decades has demonstratcil beyond all 
lH>ssiblity of doubt that external stability could not be 
achieved so long as India was wedded to silver. Hence, 
the<jovernment was determined to stop the free coinage 
of the rupee for all time and its fresh coinage indefinitely, 
k until its value rose up sufficiently for the restoration of the 
. old normal ratio between the rupee and the sterling. This 
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wns the immediate programme and this iirogramme was 
more or less fulfilled in a few years* time. 

Once, however, the impending crisis was averted, si)e- 
oulatioii became rife as regards the future line of conduct. 
Schemes after schemes were drawn up, some of which 
•deserve consideration. In this connection, we shall refer 
briefly to the three acheraes drawn up by the Government 
•of India, by Mr. Lindsay, Deputy S(scretary and’Treaaurer 
►of the Bank of Bengal, and by Mr. Hardy, Secretary and 
Treasurer of the Bank of Bengal respectively. 

The scheme of the Government of India. 

The Government of India seems to have definitely deci- 
,df‘d that the ultimate objective for India should b(i the 
full-fledged gold standard. At the same time, the Govern¬ 
ment was impressed by the difficulty of securing the neces¬ 
sary (piantity of gold which the establishment of a gold 
standard required. Accordingly, the Government made 
the following suggestions ;— 

(a) Loans should be raised in London and a part of 
■ tlie money received should be brought back to India in the 
shape of gold. 

(b) A certain number of rupees should be melted in 
order to contract the volume of currency with a view to 
raising its value to id, 

(c) The silver bullion thus received from melting 
.Tupees should be sold for gold and the gold thus received 
should be added to the gold reserve for the ultimate 
•establishment of the gold standard. 

33 
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(tl) The Government should never part with its gold’ 
until the exchange value of the rupee rises up to Is. 4d. 

The recommendations of the Government of India ar& 
clearly based on the central conception that the contrac¬ 
tion in the volume of currency was the necessary condition 
for a rise in the exchange. But the Fowler Comrnitte did 
not agree with this view and it maintained that the rise 
in e.xchangc was duo to more '‘complicated and obscure 
causes.’’ The Committee further maintained that currency 
contraction would lead to grciat currency stringency which 
would raise much opposition from the commercial classes. 
Altliough we agree with the view of the Fowler Committee 
that curren ;y contraction would lead to monetary string¬ 
ency, we do not uuderst uiil why it should not also be a 
powerful fac.tor for raising the rate of c.xchange, Jilthough 
we admit that there miglit be other forces as well. 

The Lindsay Scheme. 

The Lindsay Scheme, though summarily rejected by 
the Fowler C\)mmittee, is highly interesting because it is 
the first systematic formulation of the gold exchange 
standard which was later on officially adopted by the 
Government of India. 

The Scheme ivo^wsed that the rui)ee should always 
remain the legal tender in India, while sterling should be 
available in London against rui)ec8 in India at the rate 
of ls.BJd. Similarly, rupees should be available in India 
to an unlimited extent against the supply of sterling in 
London at the rate of ls.4iVd. per mpee. This exchange' 
facility, however, should not be- given to any applicant,, 
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unless he offered at least £1000 in London or Rs. 15,000 in 
India. 

The Scheme thus contemplated the maintenance of a 
gold reserve in London and a silver reserve in India. The 
gold reserve could Ix^ secured by floating a long-iicriod 
loan in the London money market, while tlie silver reserve 
could easily bti provided out of the Government’s own 
vast silver resources in India. In case, however, too much 
sterling drafts wore drawn and tlic ruiHJc reserves of the 
Government of India became dci>lcted, a part of the gold 
accumulated in London could be utilised for purchasing 
silver, which silver would be brought back to India for 
the purpose of fresh coinage of rupees. On the other hand 
if the gold reserve in London b(‘,came depleted by the 
supply of too many ruiiee drafts, some portion of the 
accumulated rui>ces might be melted into silver and then 
the silver might be exported to London, there to be sold 
for gold. The gold so acejuired might be put into the gold 
reserve in London, 

Thus tlie scheme proposed to complete the process 
which began to oiierate since 1893. The Currency -Act of 
1893 was designed to prevent the rise in the value of the 
rupee above Lv. 4d. as sterling drafts could be sold to an 
unlimited extent in London against the supply of rupees 
in India. As the increased demand for nifjecs in Ijondon 
would be accompanied by an increased supply of rupees 
in India the valne of the rupee would not rise much 
above the parity rate. Now the Lindsay scheme wanted 
the Government to supply an unlimited quantity of 
sterling in London against the offer of rupees in India. 
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This contingency would arise whenever India had an 
unfavourable balance of account. Unless the Govern¬ 
ment of India accepted such an obligation, there would 
be no guarantee against a fall in the exchange value of 
tlie niiKjc, whenever India had an unfavourable balance. 

The howler Committee however, rejected the scheme 
on tile ground that it would check the flow of British 
capital into India and that under it Indians Gold Standard 
would rest ujion the i>recarious basis of a few millions of 
sterling in London while the GoveriimentVs obligation to 
su])i)ly sterling in London against rupees in India would 
be unlimited. 

Scheme for the restoration of Silver. 

Lastly, we might refer to an influential body of opinion 
held by Mr Hardy, Treasurer and Secretary of the Bank 
of Bengal; Mr J. Westland, the Controller and Auditor 
General and Mr, David Barbour, Secretary (finance and 
commerce) to the Government of India, who were 
strenuously opiioscd to the abandonment of silver in 
favour of gold. The last two gentlemen, however, changed 
their mind, once the closure of the Mint to the free 
coinage of silver, became an accomplished fact. 

The arguments advanced in favour of this view may 
be briefly summarised as follows : 

India has not much to gain from a Gold Standard, 
while she might lose much on account of her abandonment 
of silver. Depreciating exchange afifects only the 
Government of India and those Europeans who want to 
settle in England after leaving India where they have 
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earned their all. Even as regards the Government, 4he 
loss is more apparent than real. As our sterling obliga¬ 
tions are normally paid out of our export surplus, our 
facilities for paying thorn deixiud more ui)on the 
gold prices of our exports than upon the rate of 
our exchange. If the Government has to set apaid) a 
larger quantity of rupees to purcliasc the necessary 
amount of sterling, it can cither resort to increased 
taxation or curtail its exiKmditure for that purixtsc, 
without doing much harm to the Indian people ns a whole. 
The loss to the Eurot)cans, both officials and non-officials, 
may be real, but for that they arc mainly responsible. 
There would not have been any loss to them, if they 
regarded India as their permanent home. lu any case, 
the Government has no right to make a fundamental 
alteration in the standard of value in the interest of a 
very small and micioscopic European minority residing 
in India. 

Recommendations of the Fowler Committee. 

The Fowler Committee, as have already 'observed, was 
ultimately appointed in 1898 to conridcr the various 
schemes submitted by different authorities in India and 
to make its own recommendations. We have already 
noted the reasons which led the Fowler Committee to re¬ 
ject all those schemes. We now summarise the {jrincif)al 
recommendations of the F'owler Committee. 

The Fowler Committee was in favour of the establish¬ 
ment of a full-fledged gold standard in India, and with 
that objective in view, it made the following proposals : 
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(1) The Indian Mints, while closed to the fresh 
coiiingc of rupees until the exchange rises to ls.4d. 
should be thrown open to the coinage of gold sovereigns 
and half-sovereigns. 

(2) The exchange was to be established at Is. Ad. i)er 
rupee. 

(3) The rni)ce might continue to be the unlimited 
legal tender in India as long us the principle of limitation 
of issue was adhered to. 

(4) The Government should undertake to give rupees 
against sterling but not sterling against rupees, ns in the 
latter case the Government might be faced with a sudden 
demand for gold, which it might not be in a position to 
supply, except by fresh loans in the London money market 
raised at a high rate. 

(5) The profits, arising out of any future coinage of 
rupees, should be set apart to constitute a gold fund, 
known as ‘‘Gold Standard Reserve”, which was to be 
utilised in future for the establishment of a full-fledged 
gold currency system. 

(fi) Lastly, although the Government should not give 
any definite undertaking to convert rui)ee8 into sterling, it 
should try to make gold available for external purix)8e8 
whenever possible. 

Currency History. (1900-1913). 

The first re-action of the Government of India to the 
recommendations of the Fowler Committee was almost 
wholly favourable. Sovereigns and half-sovereigns were 
declared to be legal tender throughout India and a Gold 
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'Standard Reserve was formed in 1900 out of the profits of 
fresh coinage of rupees. Negotiations were also begun 
for the establishment of a gold mint in India, though they 
proved to be unsuccessful owing to the opiH>sition of the 
British Treasury. 

Before long, however, the Government policy began to 
deviate from the lines indicated by the Fowler Committee. 
The Committee had recommended that no fresh coinage 
of rniKjes should be undertaken until the proportion of 
gold coins in the Indian Currency system had exceeded 
tlie recpiirements of the public. The Government, however, 
after making a brief and half-hearted attcmi)t to induce 
the circulation of gold coins, resorted to fresh silver coinage 
in order to relieve the growing monetary stringency, offer¬ 
ing the unconvincing reason that Indians disliked gold. As 
Dr. Cannan put it, “that position has been maintained, not 
because Indians dislike gold, but because Euro|)eans like 
it so well that they can not bear to part with any of it.” 

In any case, coinage of rupees on a fairly large scale 
was undertaken in 1900. The nec-ossary silver was 
purchased in London out of the gold section of the Paper 
Currency Reserve in London. 

Secafully, the original purposes for which the Papier 
Currency Reserve and the Gold Standard Reserve were 
created, came to be gradually lost sight of. The purpose of 
the paper currency reserve was to serve as a security for 
the convertibility of notes. The purpose of the Gold 
standard reserve was, as we have seen, to serve as a nu¬ 
cleus of gold reserves for the ultimate establishment of a 
gold standard in India. Both the reserves should have 
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betMi looat(id in India. But as a matter of fact, by various-' 
administrative Acts, botli came to be utilised for all con- 
can vable puri)oscjs. 

Policy as regards the Paper Currency Reserve. 

The Paper (Currency reserve, instead of being kept 
purely in the sha|)o of rupees or silver in India, came to 
be increasingly kept in the shai)e of gold or gold securities 
in liondon to bo utilised for tlie fotlmnng purposes : 

In the first pktre^ whenever there was an unfavourable 
balance of trade for India or our usual favourable surplus- 
balance became reduecni in ciuantity, it became impossible 
or disadvantageous to sell (buncil Bills for securing the 
payment of the Home Charges. In such circumstances, 
the Secretary of State for India used the gold in the pa|3er 
currency reserve for his own expenses, while an equi¬ 
valent amount of rupees would be transferred to the silver 
branch of tin* paper currency reserve in India. 

Serotnllij, tlie Secretary of State for India sold Council' 
Bills in excess of his own requirements, whenever there 
was a large surplus to India’s credit in order to prevent 
shipments of gold to India. By selling Council Bills, the 
Secretary of Stjite interrupted the flow from London of 
gold that was India’s due for the puriwse of incoriioration • 
in the gold branch of the Paper Currency Reserve in- 
London, while Indians would be paid in notes apparently 
to be backed by gold reseve in far-away London. 

Lastlyt whenever the neeessity arose, gold was takeof 
out of the PaiKjr Currency Reserve in London for purchas¬ 
ing silver bullion which was sent out to India for coinage' 
purposes. 
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The niRnifold purposes to which the Indian Pai)er 
Currency Reserve was devoted, clearly illnstrnte the un- 
scrupulousness of the methods employed by our rulers in 
the management of our currency system. The only legiti¬ 
mate objective of the Paper Currency Reserve was to • 
secure the convertibility of the nu)ee notes in all circums¬ 
tances. But the Govt*rnm(‘nt manipulated our reserve in 
a manner that was least likely to maintain the conv.erti- 
bility of our notes in an emergency, and most likely to 
place our gold at the disiK»sal of the fiondon money market 
at the expense of India. 

Policy as regards the Gold Standard Reserve. 

If the iJolicy imrsued as regards the Paper Currency 
Reserve departed in almost every resiMJct from the origi¬ 
nal intentions, the fate of the Gold Standard Reserve was 
hardly better. That Reserve, as we have alrcsnly seen, 
was constituted out of the i)rofits of coinage in 1!)00, 
according to the recommendations of the 1‘WIer Com¬ 
mittee. It was to consist of gold, to be located in India, 
to serve as a nucleus for increasing stocks’of gold on the 
basis of which a full-fledged gold standard was to be es¬ 
tablished in India. 

The Secretary of State for India, however, by various 
administrative Acts, completely revolutionised the nature 
of the Reserve. In the first place, he decided that the - 
Gold Standard Reserve should be located in London and 
invested in sterling securities. The method by which this 
transmission of gold from India to London was effected 
was the withdrawal of gold from the Paper Currency.’ 
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Resftrve in liondnn and fresh coinage of riii)ees in India 
•out of the profits of coinage which were accredited to the 
Indian branch of the Paper Currency Reserve. Thus, the 
dual imrposes of strengthening the silver branch of the 
Paper Currency Reserve and of transferring tlie Gold 
Standard Reserve to London were accoinplislied by a 
single stroke. 

In 190(1, the Government went a stop further when it 
announced the c.rcation of a silver branch of the Gold 
Standanl Reserve, to be locat<*d in India. The i)iiriJose of 
the Government was to ensure the 8Ui)ply of an unlimited 
'(piantity of rupees in India against the supply of sterling 
iin London. It was apiJarently considered that the silver 
branch of the Indian Paper Currency Reserve or the 
Govcn’iiment of India's Treasury balances were inadecpiatc 
for this puriJOsc. Thus the Gold Standard Reserve became 
a sort of semulartf reserve for the purpose of maintaining 
the artificial rupee-sterling exchange. 

Thirdly, in order to prevent effectively any shipment 
of gold to India, the Secretary of State for India began to 
•offer Telegraphic Transfers against sovereigns in transit 
from Egypt and Australia to India, the rate being between 
Ia’. 4d. and l.v, 48*ad., the pri<*e of l.v. 4jd. not being found 
to be prohibitive of all gold exports to India, in order to 
induce the deversion of gold from India to London. 

Lastly, and to crown nil, following the recommendation 
of the Mackay Committee on Indian Railway Finance^ 
(1907) the Secretary of State decided to spend on Railways 
one-half of the inofits of coinage until the Gold Standard 
Reserve came up to £20 milUonSt This action on the part 
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■ of the India Secretary” even exceeded the zeal of the 
Mackay Committee which recommended the expenditure 
of only a million soverci$ins out of the profits of coinage 
and was directly against the opinion of the Governinent of 
India which condemned such diversion until tlie Reserve 
rose up to i20 millions. 

Thus, the Gold Standard Reserve, like the Paper 
' Currency Reserve, lost its original character as a result 
of a series of improvisations. It came to be variously 
utilised lor supporting the exchange, for preventing the 
inflow of gold into India, for adding to the stock of gold in 
the Bank of England, and lastly even for financing the 
constniction of Indian Railways. Moreov<*r, about 190(1- 
1907, there was hardly any appreciable distinction between 
the Paper Currency Reserve and the Gold Standard Re¬ 
serve. Both constituted a sort of joint fmul which, toge¬ 
ther with the balances of the Government of India and of 
the Secretary of State for India, came to he utilised for all 
conceivable purimes. The retention of the separate in¬ 
dividual designations for the two funds was therefore not 
only meaningless but positively harmful to a projxjr under¬ 
standing of their actual nature. 

The emit of 1907—8. 

Up to 1907, this make-shift arrangement worked 
merrily from the official point of view, livery year, India 
had a favourable balance of accounts which gave the 
Government a golden opportunity not only to maintain 
a stable rate of exchange, but to add to the stock of gold 
in the London branches of the Indian Paper Currency 
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Rest‘rve and the Gold Standard Reserve, while India was- 
at>i»Hrcntly satisfied with increased ownership either of 
rnp(‘e notes which could hardly be converted in case of a 
lavije scale demand or of i*ui)ee coins which were little • 
better than notes printed on silver, there being a huge * 
difference between their face value and their metallic 
valiK*. 

During 1907-8, however, there was a sudden set-back 
to this continuous tide of prosperity owing to crop failure 
at home and a general recession abroad. The result was a 
huge shrinkage of our exports which made India a net 
debtor. There was a great demand for sterling in India 
and the Exchange Banks urged the sale of telegraphic 
transfers on London. The Government of India at first 
refused to accei>t that proposal, although it expressed its 
willingness to part with gold (not more than £10,000 on 
any one day to any .single individual) from the Paper 
Curnmey R<‘serve. As the situation, however, could not 
be controlled, the Sccretaiy of State urged the Govern¬ 
ment of India to issue Telegraphic Transfer or Reverse • 
Council on London at the rate of Is. 3^Sd. ixjr nipee. 
The Secretary of State met this demand for sterling by 
utilising the gold and gold securities of the Paper ■ 
Currency Reserve and Gold Standard Reserve in London, 
and ultimately by raising a sterling loan of .£4 a millions.. 
Thus, in a single adverse year, the Government not only 
lost a large part of its Gold Reserves, but also waff < 
saddled with a fresh debt of £41 millions. In the follow* 
ing year, however, there was a favourable balance of pay¬ 
ments and the Government breathed a heavy sigh of relief. 
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1907-8 to 1912-13. 

The crisis of 1907-8, while it involved Ji heavy strain 
'On the Government's resources, is, however, resi)on8ible 
for an imiwrtant development in the direction of the Gold 
Exchange Standard towards which India had been moving 
almost unawares and inspite of herself since 1898. The 
precedent of giving rupees in India to an unlimited extent 
against sovereigns in London had been set fairly long 
while ago by the Secretary of State himself. This 
provided that the exchange could not rise al)ove Is. -id. 
•or thereabouts per rui)ee. But it was also necessary to 
provide means for preventing exchange from falling holm 
1.^. Ad. or thereabouts. That was done when the sale of 
Reverse Councils on London was advised by the Secretary 
'Of State for India. 

At the same time, howcvei’, it was not till the publica¬ 
tion of the Rcix>rt of the Chamberlain Commission in 1914, 
that there was any conscious and delilx*rato adoption of 
the full-fledged Gold Exchange Standard. Till then, the 
■Government contented itself, by taking administrative 
remedial measures whenever some new situation arose 
imperilling the maintenance of the nipee-Kterling ratio. 
The system, as a whole, docs not api)car to have been 
studied in full details, nor is there any indication of all the 
•essentials of the Standard having been clearly understood 
by the Government. For instance, even after 1907-8 gold 
circulation in the Indian Currency system not only existed 
'to some extent, but was even encouraged. Again, there 
'Was no uniformity of practice regarding the location of the 
«Gold Reserve. 
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The crisis of 1907-8 was, as we have seen, responsible- 
for a large depletion of the gold reserves of the Govern¬ 
ment. Hence, the Government was impressed with the 
necessity of increasing the stock of gold in the Gold Stan¬ 
dard Keservc with the utmost nipidity. In 1909, they 
recommended to the Secretary of State that there should 
not be any division of the profits of coinage to the Railway 
fund until the Gold Standard Reserve reached the figure 
of .125 millions. The Government also recommended that 
reserves should be kei)t in a more liquid form in view of 
the fact that sb'rling securities had to be sold at a highly 
depreciated price during the crisis of 1907-8. 

The Secretary of state, however decided that the 
total stock of gold in the Paper Currency and Gold 
Standard Reserves' sliould reach .125 millions and not the 
Gold Standard Reserve alone ; and further, that only £1 
million should be kept in liquid form, being kept invested 
in short-iHjriod loans on approved securities to approved 
borrowers. 

It was oidy in 1912 that the Secretary of State thought 
it proper to defci to the wishes of the Government of India 
and decidinl that .1 25 millions should be the miniinum 
standard for the Gold Standard Reserve out of which £5- 
millions should be kept in an absolutely liquid form. 

The recommendationt of the Chamberlain 

ConuniMion. 

The wide departures of actual Government practice* 
from the recommendations of the Fowler Committee and 
the GovemmeuPs own professed intentions to implement^ 
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the same, naturally came in for severe public criticisms.. 
Hence the Government was (lersnaded to appoint a 
Currency Commission with Mr. (afterwards Sir) An stem 
Chamberlain as Chairman, for reviewing the whole i)ositiont 
and for making recommendations. The Commission 
submitted its Rci>ort in 1914. 

Broadly si)eaking, the Commission gave its official 
imprimatur to the diverse, make-shift arrangements that 
the Governinent introduced from time to time in the 
Indiiin Currency system. The main obscirvations and 
recommendations of the Commission may be summed up 
as follows.’— 

(i) Stability of exchange is of the highest importance 
to India. 

(ii) That stability has been virtually secured by the 
policies pursued by the Government since LSJIS. The 
crisis of 1907-H was a severe test of the efficacy of the 
Government policy and that test was successfully 
encountered. 

(iii) The only difficulty that has been exiKjricnccd has 
been due to the ignorance betrayed by the Government 
and the Secretary of State as regards their proffer 
conduct for working the new standard. The Gold 
Standard Reserve has been generally regarded by the 
Secretary of State as a reserve to fall back upon when 
Council Bills could not be sold for meeting his own sterling 
obligations, though the actual pnr|)ose of the Reserve was 
to secure the convertibility of rupees into sterling at a 
rate not lower than 3J5d. i>er rupee, whenever exchange 
fell below the specie point. This being the normaK 
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fiiiiotlou of th« India’s gold reserve, there was no point in 
keeping any amount of gold in India proi)er. Similarly, the 
Government erred in encouraging any circulation of gold 
in the Indian Currency System. Then fellows the most 
TiotorioiiH Htatcm(mt that the ]x;ople of India neither 
d('sired nor neenh'd any considerable amount of gold for 
circulation as currency, and that the eurrenijy most 
'generally suitable^ for the internal needs of India consisted 
of note's and riiiM'os. Anotlu'r charactersistic observation 
of the Commission was that the history of tlu' last fifteen 
years conclusively pmved that a gold cum»ncy in active 
cinmlation was not an essential condition of the gold 
-standard which had been firmly established without this 
. condition. 

(iv) Whih' the Government should encourage the use 
of rupees and notes and discourage circulation of gold, the 
(^^ommission, however, observes that if Indian sentiment 
so demands, a gold Mint may be established, or in the 
alternative, refined gold should be available at the Bombay 

‘ mint against local currency. 

(v) No limit should fixed to the amount of gold 
' tliat may h} accumulated in the Gold Standard Reseive. 

For some time, therefore, profits of coinage should be 
wholly accredited to that Reserve. It is also essential 
that a considerable iiortion of the Reserve should remain 
in a liquid form. 

(vi) The Paper Currency Reserve should be utilised 
for its normal functions as a rule. It might be invoked 
for the support of the exchange only in so far as the Gold 
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JStattdard Reservo may prove to bo iiiadetiuate for that 
purpoHo. 

The C.^lianiberlain Commission, while it earned a good 
d(‘al of notoriety for itself, by giving oilieial blessings to 
the nondescript eurreuey system, brought into existence 
by a series of compromises and patch-work arrangements, 
neveitheloss rendered sonic service to India by eomlemn- 
ing the reckless niaiiiKM* in which the Paper (Jurrency 
Reserve and th(‘ Gold Standard Reserve W(‘re being 
employed by the Government. The (Commission who 
deserves some credit for its frank avowal of a Gold 
h’xe.liange Standard as India's ideal currciKiy standard, 
although its enthnsiasm for tliat ideal induced it grossly to 
misrcpresejit the Indian sentiment which, it impmlently 
declar^, did not want tlui actual circulation of gold coins, 
y^^^echanitiii of tKe Gold Exchange Standard 
in the Pre-war period. 

Before paasitig on to the compliciited developments of our 
<aincncy and exchange during the war, we now proiioso 
to give a brief resume^ of the Gold Exchange Standard 
which virtually came into existence in India since I-S9H. 

(1) The Gold Exchange Standard, as distinguished 
•fi-om the Gold Standard Proper, rci^uires the use of two 
distinct currencies, one for internal use, and the other for 
internalioml purposes. In India, the internal currency 
was the silver rupee which became a token coin since 
1893, when the Indian Mint was closed to the free coinage 
•of silver. But the rupee, though its face value was much 
greater than ks metallie value, was the unlimited legal 
34 
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tender throughout India. Hence, the rupee became the* 
standard token (‘oin. But a depreciated and deiireciating 
domestic motallio coin cannot ha^’^e a fixed international 
value. HeiiCi! for exterin! purposes, there was sterling or 
gold which was available against rupees to an unlimited 
extent, and rien rersa^ at the fixed rate of Is. 4d. or 
tlierealjoiits. As under a pure gold standard, there is a 
par rutv of exchange and the two gold [Joints within which 
th(! actual rate of exchan[»e must lie ; similarly under the 
Sterling Exchange Standard (which was virtually the Gold 
Exchange Standard in those days, as sterling was as good 
as gold), the [Jar rate of exchange was the rate of l.s. 4d. 
fjcr rupee, while the ui)[)cr and the lower limits corres|)ond“ 
ing to the two gold [Joints were !.<?. 4j./. and Is. 3f|d. 
ros[»ei'tisM‘Iy. 

(2) The Gold ICxc.hauge Stand’ird was thus a managed 
standard. It could exist only so long as the Government 
couM fulfil its obligations of giving c([uivalcnt gold or 
sterling against rupees at a rate not lower than 1.9. 3§|d. 
[)or ru[»ec, and to an unlimited extent; and of giving 
rupees against sterling at a rate not biglier than 1.9. 4jd. 
per ru[)oe, and that too to an unlimited extent. The 
question is, how did the Government succeed in doing so ?' 
To answer this is to ex[)lain the mechanism of the Gold 
Exchange Standard. 

At this stage, it is well to remember certain basic facts 
of India’s financial relations with the outside world.. 
Normally, India exports more than she imports, and is- 
thus a net creditor. On the other harjd, India has to pajr 
annually a large sum of money known as Home Charges^. 
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India’s exports normally pay both for her imports and her 
Home Charges, leaving some surplus still to her credit, 
Hence, even if we reckon the Mance of paymenlft rather 
thiin the bdlancfi of trade, thave h, in normal circumstan¬ 
ces, a greater foreign demand for Indian currency than 
the Indian demand for foreign currency or currencies. 
Hence, the normal tendency for the Indian exchange 
is to rise afme l.s. 4d., the par rate. The Govc'rnme t’g 
problem, therefore, was to find out ways and means 
for preventing the rate of our exchamre from rising 
above 1.9. 4J//, The steps taken by the Govermnent for 

this ])nrpose were as follows : 

First, a declaration that sovereigns and half sovenMinis 

would be i ccepted in payment of all Governiment dues ; 

SeromUijy the declaration of tl»e Government’s willing¬ 
ness to give rupees and rupee-notes against sovereigns, 
and half-sovereigns at the rate of Is. 4d. iKii* rni)ee ; 

Thirdly, the issue of Council Hills by t!ie Secretary 
of State for India, payable in rupees in India against 
sovereigns in London at a rate not higher than 1.9. 
4jd. per ruiiee. So far as the last item is concerned, 
we know that originally Council Hills were sold by the 
Secretary of State for India, for securing the payment 
of the Home Charges. Later on, however. Council Hills 
came to be sold indiscriminately and to an iitdimited 
extent whenever foreigners were anxious to purclmse 
rupees and sometimes even to induce India’.s foreign 
debtors not to send gold to India. Council Hills were 
normally purchased by the foreign importers of Indian 
goods, and occasionally by foreign caiiitalists who wanted 
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to transfer their capital to India for investment either in 
rupee loans or in business undertakings in India. The 
foreigners i)aid .«tcrling in London for purchasing the 
Council Jlills and they received ruiiees in India at an 
approximately fixed rate from the Government of India. 
When Council Hills were sold for the fulfilment of the 
Government's sterling obligations, rupees were released 
in India out of tlie Government’s Treasury balances. 
When, on the other hand, they were sold for the sui)port 
of the exchange, riiiJces liad to Ikj released either out of 
the ruiK^e section of the Indian Paper Currency Re.serve 
or out of the silver sei^tion of the Gold Standard Reserve. 
In any case, the net result of all sales of Council Hills 
was to incr«‘ase tlu! volume of rupee circulation in India, 
and this naturally tended, according to the Quantity 
Theory of money, to counteract the rising tendency of 
the Indian exchange. 

We have tlius seen how the Government prcirnted 
an undue rise in exchange, following a favourable balance 
of accounts for India. We shall now see how the Govern¬ 
ment succeeded in prerentiug an undue fall in the 
exchange value of the rui)ce, when, for instance, India 
hapixined to be a net debtor. As India has normally a 
favourable balance of payments, this contingency was not 
at first considered by the Government. The crisis of 
1907-8, however, proved to be an eye-opener in this 
respect. The Government of India at first got confused 
and tried to meet the situation by offering gold at a fixed 
rate, subject to certain conditions. Later on, however, 
the Secretary of State for India hit upon the appropriate 
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solution from the stand-point of the Gold Exchange 
Standard. Following his advice, the Government of 
India declared its willingness to sell Reverse Councils on 
London at a rate not lower than 1«. 3|fd. per rupee. The 
necessary amount of sterling was paid out of the Secretary 
of State for India^s Treasury balances, the gold section of 
the Indian Paper Currency Reser^'C, the Gold section of 
the Gold Standard Reserve, and ultimately out of fresh 
sterling loans. On the other hand, the sale of Reverse 
Councils in India involved the withdrawal of so much 
rui)ees and ruiiec-notes from active circulation in India, 
a withdrawal which could not but help to raise up the 
exchange value of the nii)ee. In this way, the Government 
managed to prevent the rupee-sterling ratio from falling 
below Is. 3§§d. iKjr rupee. 

Conclusions. 

The Gold Exchange Standard, as it prevailed in India 
before the war, thus necessitated the maintenance of two 
kinds of reserves. There was a large reserve of silver in 
India for converting sterling into ruiMjes, and • a large re¬ 
serve of gold in London for converting rupees into sterling. 
These reserves, as we have already seen, were conittrised, 
in practice, in a variety of funds : The Treasury balances, 
the Paixjr Currency Reserve and the Gold Standard Reser¬ 
ve,—all these three distinct types of funds, both in India 
and London, technically allocated to diverse ends and func¬ 
tions, were unscrupulously utilised, whenever the necessity 
arose, for maintaining a stable exchange ratio. That 
maintenance of this patch-work arrangement endangered 
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the convertibility of the rupee-notes, or involved a trans¬ 
ference to London of India’s potential gold reserves upon 
which alone a true gold standard for India could be built 
np in future, did not deter the Government from clinging 
fast to it, so long as exchange stability was maintained, 
and so long ns the London* money market got the benefit 
of India’s gold. The bitter experience of 1907-8 when 
tlie Government had to part with a large quantity of gold 
in exchange for depreciated silver coins at their artificially 
raised face value, of course, caused a momentary stir in 
tlic Government’s mind. But the succeeding years, with 
their presents of magniBcent ex{)ort surpluses, revived the 
old buoyancy and enthusiasm in the oilicial mind. The 
Great war, however, which followed closely on the heels 
of tlie Oh:imb<Tlain Commission’s Rejwrt of benedic¬ 
tion and eulogy of the Gold Exchange Stadard, revealed a 
new and altogether unexpected threat to the Indian 
currency sy^em, which, like the German submarines 
torpedoed, the whole machine, and years were to elapse 
before any order could be evolved out of our currency 
chaos. 


Indian Paper Currency System in the 
Pre-war Period. 1809—1861. 

Before the passing of the Paper Currency Act of 1861, 
note-issue in India was comparatively unimportant, being 
the privilege of the three Presidency Banks of Bengal, 
Bombay and Madras, with a circulation practically con- 



INDIAN CURRENCY AND EXCHANGE 23j 

fined to the three Presidency towns. These notes were 
•encashable on demand and subject to restrictions both as 
regards their maximum issue and reserves. 

It was in 1860 that Mr. James Wilson, India's first 
Finance Member, first conceived the idea of separating 
the function of note-issue from bankitig proper according 
to the principles of the English Bank Charter Act of 
1844. Of course, as India did not i)o8scss any Central 
Bank of the type of the Bank of England, it was contem¬ 
plated that the Government should undertake the rcsixnisi- 
bility for note-issue. 

Accordingly, in 1861 the first Paiier Currency A<^t 
was passed. That Act represented almost a slavish 
imitation of the British Note-issue system as established 
by the Bank Charter Act of 1844. The fixed fiduciary 
•system was adopted, the fiduciary limit being Bs. 4 
<:rores, backed by Government of India rupee securities. 
All notes in excess of this fixed limit were backed by 
-equivalent reserves either in coin or bullion. But with 
this resemblance with the British system, certain 
peculiarities were introduced. India was dh^ided into 
•three circles of issue with their headquarters in the 
three Presidency towns. Notes were issued in various 
denominations varying from Rs. 10 to Rs. 10,000, but they 
were declared to be unlimited legal tender, but only 
within their respective circle of issue. Notes could be 
issued to an unlimited extent to the public in exchange 
for rupees or British gold coins, and to the Controller of 
Currency in exchange for gold bullion. 

The .circle system was introduced in order to save 
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t}ic Government from the obligation to send laige amounts 
of cash from one place to another to facilitate the conver¬ 
sion of notes in every Government Treasury or at least 
in the different I^ovincial headquarters. Even if notes 
were declared to be universal legal tender, but cncashable 
only at the provincial head-quarters, there would have 
been some premium on coin in the mofusail areas. On 
the other hand, the circle system seriously affected the 
popularity and usefulness of notes, as payments over 
large distances could not be effected by the sending 
of notes. 

The Paper Currency Act of ISGl was defective in 
various ways. In the first place, the adoption of the 
fixed fiduciary reserve system after the British model 
caused a great stringency in the Indian money market. 
The Government of India in its zeal for the British system 
forgot to notice the fundamental fact that Britain 
possessed an elaborate and highly devclot)ed banking 
system which could easily counteract the evil effects 
of an inelastic currency note-issue system while India 
enjoyed very little banking facitities. In the absence 
of developed deiwsit banking, the fixed fiduciary reserve 
system was the worst thing for India to ndoi^t. 

Secmully, the circle system of note-issue also impaired 
the popularity of notes. Great inconvenience was experi¬ 
enced in encashing notes when people moved from one 
centre to another, although Govermeiit Treasuries under¬ 
took to cash notes of other circles for bemafid^ travellers- 
and Railway Companies. 

In any case, the need for some modifications of the 



INDIAN CUBRENCY AND EXCHANGE SST” 

Paper Cnrrency Act of 1861 came to be felt with the 
passing of years. Tlie fiduciary issue limit was increased 
from Rs. 4 crores to Rs. 6 crores in 1871, to Rs. 8 crores; 
in 1890, to Rs. 10 crores in 1897, to Rs. 12 crores in 1905 
and to Rs. 14 crores in 1911. Similarly, there was a 
movement for the gradual universalisation of Indian notes. 
In 1903 the five rupee note was declared to be a univer¬ 
sal legal tender throughout India, exce^Tt in Burma, 
this restriction being removed in 1909, In 1909 ten rupee 
and fifty rupee notes were similarly universalized and 
the power was taken by the Government to universalize 
notes of even higher denominations by executive order. 
Lastly, In 1911, the 100 rupee note was declared to be the 
universal legal tender. The gradual universalisation of 
notes naturally increased their popularity which was 
further enhanced by the provision of extra legal fjicilitics 
for encashment in the different Government treasuries 
and in the different Presidency Banks with their 
branches. 


Composition of the Prewar Paper 
Currency Reserve. 

We have already noted that the Paper Currency Act 
of 1861 provided for equivalent backing in bullion or coin* 
of all notes except Rs. 4 crores which were to be backed 
by the Government of India rupee Securities. Up to 190» 
by which time, as we have already seen, the fiduciary^ 
limit had been increased to Rs. 12 crores, rupee securities- 
alone were kept against the fiduciary portion of the* 
notes issued. But the currency Act 1905 permitted the^ 
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holdinjiC of sterling securities in England up to the value 
of Rs. 2 crores which was increased to Rs. 4 crores in 
1911 so far as the invested iwrtion of the reserve was 
concerned. 

As regards metallic hackvng^ up to 1898 the whole of 
the Paper Currency Reserve except, of course, the invest¬ 
ed iK)rtion, was held in ru[)ee coins in India. The Gold 
Note Act of 1898, however, authorised the holding of any 
portion of the metallic reserve in gold coin. The Act of 
1900 authorised the holding of a part of the gold reserve 
in London. The Act of 1905 completed the process by 
empowering the Government to hold the metallic reserves 
or any portion thereof in gold bullion or gold coin or both 
and in silver bullion, or silver coin or both, or exclusively 
Jn gold or silver, subject to the condition that all coined 
.ru(X)Gs were to be held in India only. As a result of the 
adoption of this new principle, our total metallic reserves 
in 1914 consisted of Rs. 20*53 crores of silver and 
Rs. 22*44 crores of gold, both located in India, and of 
Rs. 9*15 crores of gold located in London. 

Criticisms. 

Our pre-war currency reserves were easily open to 
many severe criticisms. 

(1) In the first place, there was an unduly large metal¬ 
lic backing which came to about 80% in 1913-14 compar¬ 
ed to an average of 67% between 1862-71, of 51% during 
1872-81 and of 67% during 1882-1901. In particular, 
there was a gradual diminution of the fiduciary propoiy 
lion to the total of notes issued, as notes became more 
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and more popular along with their gradual universa- 
lisation. The reasons are not altogether to be found in 
India's adherence to the fixed fiduciary reserve system, 
as special legislations were passed from time to time to 
increase the fiduciary portion to some extent. The 
principal reason was that since 1898 the Indian Paf)er 
•Currency Reserve was called upon to di8chai*ge an 
altogether dififerent and iin-uatural function, namely to 
act as the first Urn of defence for the maintenance of the 
rupee-sterling exchange. It is for this new function that 
our reserves were kept in an overwhelmingly liquid 
metallic form which was not only uneconomical but also 
responsible for chronic inelasticity in our currency system. 
On the other hand, however, the convertibility of our uoUis 
was not always ensured by this maintenance of huge 
metallic reserves. The decision to locate in London an 
increasing proportion of the gold branch of our pa|)er 
currency reserve was perhaps a wise one from the point of 
view of exchange stability, but it was never likely to 
inspire much public confidence in the safety of the nutcis. 
The proper function of the Pai)er Currency Reserve was to 
■ ensure the convertibility of notes. That function could be 
fulfilled if all the metallic reserves were in silver located 
in India. The Government, however, began to keep the 
reserves increasingly in gold from 1898 onwards so that by 
1912 the total amount of gold reserves in the India Paper 
•Currency Reserve came to Rs. 31*88 crores as against Ra 
15*48 crores of silver. There was also a tendency to keep 
an increasing proportion of the gold reserves in London. 
Thus all considerations of a safe and elastic note-issue 
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syntom wore Hacrificcd at the altar of an artificial rupee-* 
Htcrliiig exchange the atability of which became the* 
paramount objective of the British Government and of 
BritiBhers in general in India. 

(2) SacamUij^ the Government has been criticized for 
keeping a part of the invested reserve in Hterliiig securities, 
when rupee securities were the ideal form of investment 
from the stand-point of the convertibility of notes. The 
official justification was that sterling securities would be 
maintaining the exchange value of the rupee as they might 
be sold in an emergency to meet an excessive demand for 
sterling in a bad year; and also that they were safer forms 
of investment, free from the i)ossibility of depreciation on 
account of an internal crisis in India. The obvious reply 
to such a}Kdogetic arguments is that the maintenance of 
exchange was no part of the business of the Paper 
Currency Reserve and that depreciation might as well take 
place in the value of sterling s(‘curitics on account of an 
internal crisis in England. 

Concluding remarks on the Pre-War 
Paper Currency system 

From the above account of the composition and 
location of our pre-war Palmer Currency Reserve, it is clear 
that our note-issue was neither elastic nor very safe. The 
inelasticity of the Paper (llurrcucy, however, was not due 
exclusively to the fact of our adherence to the fixed 
fiduciary reserve system, nor even to the fact that the 
ratio of the invested portion of the reserve to the total, 
metallic reserve was allowed to decline owing to the* 
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•exigencies of the Gold Exchange standard which came into 
being from 1898 onwards. There were other contributory 
causes too, among which are to be mentioned (a) the 
absence of any provision for the issiie of tcmi)orary or 
emergency notes against agriciiltural or commercial bills 
of exchange, (b) the Reserve Treasury system under which 
a large part of the circulating money was locked up in 
'Government Treasuries when public dues wore pjiid to th<! 
Government. The separation of note-issue from banking 
functions had similarly an unfavourable effect on the 
problem of price-stabilisation, as the two functions were 
entrusted to two distinct authorities. I^astly, the lack of 
banking habits and of adequate banking facilities added 
furthei’ to the monetary stringency occasioned by the 
-inelastic Paper Currency system. 

The only elasticity that the currency system enjoyed 
was due first to the transformation of the rupee into a 
token coin since 1893 which made it [wssible for the 
Government to provide a larger number of silver coins out 
•of a given amount of gold, and secondly, to the sale of 
-Council Bills in England or the iraportatioh of sovereigns 
into India, both of which necessitated the creation of 
additional notes or of additional rupees. 

IndiaD Corrency and Exchange during the War. 

The immediate re-aeUon. 

The outbreak of the Great War in August 1914 gave 
a great shock to conBdence and had a very' dislocating 
•effect on Indian trade and business. There was a great 



542 


INDIAN’ ECONOMICS 


run Oil the Savings Banks, and a great demand for the* 
conversion of notes into gold. There was also a general 
weakcMiing of t!ic exchange, following a set-back to our- 
export tnulft. Reverse Councils valued at £8 millions had 
to be sol 1 before exchange became strong again. Sirnilarly, 
Rs. 8 croros had to be withdrawn from the Savings 
Banks, and notes valued at Rs. 10 crores had to bo 
encashed, before there was a restoration of confidence. 

However, the determined way in which the Govern¬ 
ment met the situation as well as the increased foreign 
demand for Indian exports from autumn 1915 cau.sed a 
turning of the tide. 

From the autumn of 1915 onwards, there was 
a recovery of Indian exiiorts following increased Allied 
demand for Indian exports, while Indian imports from- 
foreign countries diminished for various reasons. 
Thus tliere was a huge export surplus to India's 
credit. 

SpromU'h the Government of India had to finance on- 
behalf of His Majesty’s Government practically all the* 
military and civil expenditure in the eastern theatres of 
War and in the occupied territories. Lastly, the Govern¬ 
ment of India had also to finance purchases in India ont 
behalf of several Dominions and Colonies. All these as- 
well ns purchases of Indian produce by African imtiorters- 
created a huge demand for the Indian currency. Accord¬ 
ingly the Secretary of State for India began to sell council 
bills on a very large scale. It became, therefore, necessary 
for t!ie Government of India to resort to the coinage o£ 
mpees on an extensive scale. 
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Rite in the price of tilTor. 

The extensive demand for rupee coinage in< India* 
necessarily created a great demand for silver in the world 
market. In other countries also, particularly in China,, 
there was an increased demaud for silver* as the bidligcr- 
ents were all anxious to conserve their gold resources. 
On the other hand, there was a shortage in the world 
supply of silver oWlng lo internal disturbances in Mexico,, 
a great silver produci^ country, and a rise in the cost of 
silver mining. All thjEjjie factors caused a great rise in the 
world price of silver. ^In India, the rupee price of silver 
even rose higher than ^e gold price of silver, as the rui)cc 
was linked to sterling, and as the dollar-storling exchange 
moved against England owing to England's excessive W'ar- 
time purchases of American goods inspite of vigorous 
efforts to peg the exchange* 

The result was that in August 1917 the metallic value* 
of the rupee exccevled its mint value. Rupees t.icr<*foro 
began to be melted inspite of prohibitory measures passed 
by the Government. This, in its turn,, increased the 
demand for silver thereby raising its price. To meet this 
new menace, the Government had already taken certain 
remedial steps. In December 1916, the sale of Interme¬ 
diate Councils had been stopped, while certain restrictions 
had been imposed on the sale of Council Bills. In January 
1917, exchange was fixed at 1^. 4}d. in the place of the old 
maximum rate of Is. while the sale of Council bills* 
.was confined only to certain selected banks and firms^ 
which were mainly entrusted with the obligation off 
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'financing the exi)ort of W.af materials to the Allied 
countries at prescribed rates. 

All these measures, howefrer, proved to be only of 
' temporary value as economic forces, noted above, conti¬ 
nued to raise up the prices of silver. After August 1917, 
'the iH'ice of silver exceeded 43 pemee per ounce (which 
W!i.s the bullion par of the rupee) and accordingly the 
Government was faced with a heavy loss in maintaining 
■the existing ruiiee-stcrling exchange. On August 2S, 
1917 the oiHcial rate of exchange was raised to Is. 5d. 
and it was announced by the Government that ifi future 
'th(5 rate of exchange could be based on tlie changing ster¬ 
ling price of silver. Thus the machinery of the sterling 
exchange standard so laboriously built up since 1898 and 
at the (jxpeuse of all other considerations, and so loudly 
praised by the Chamberlain Commission of 1913-14, 
virtually broke down due to the meteoric rise in the value 
of silver. 

Before describing other war-time measures taken by 
the Government of India, we shall briefly refer to the 
subsequent trend of the price of silver. In September 
1917 the price of silver rose to 55 lienee per ounce. 
Alarmed at this phenomenal rise, the Governments of the 
United Kingdom, the IT. S. A. and Canada instituted a 
joint control over the trade in silver by prohibiting all 
silver exports except under license and subsequently ex¬ 
cept at a specified price. . These controlling measures were 
successful in keeping down the price of silver within the 
dimits of 41 and 49 pence. In May 1919, however, both the 
.U.S.A. and the United Kingdom withdrew this ecmtcol. 
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^his developmenb, taken in coujuction with the with¬ 
drawal of the pegging measures applied to the dollar-sterl- 
ing exchange in March 1919, raised the price of silver to 
soaring heights. The price of silver rose up to 58 i)ence in 
May 1919. to 78 pence vi the month of December, and 
»touched the record level of 89 pence in February 1920. 
Corresponding to this increasing price of silver, the rupee- 
sterling exchange rose to Is. 6d. in April 12, 1818; to l.s. 
8d. in May 13, 1919 ; to is. lOd in August, 12,1919 ; to 
2s. in September 15, 1919 ; to 2s. 2d. in November 22, 
1919 and to 2s. 4d. on December 12, 1919. The highest 
rate was reached in February 12, 1920 when the exchange 
stood at 2s. 10§|d. 

'Other war-lime measures. 

(a) The phenomenal rise in the price of silver led to 
other war-time measures calculated to keep down the 
<price of silver directly or indirectly. In September 1917 
the Government prohibited tlie importation of silver on 
private account in order to prevent competition between 
/the Government and the private individuals in the 
purchase of silver 

(b) Negotiations were begun with the Government of 
d;he U. S. A. which resulted in the ()assing of the Pittman 
Act which permitted the sale of the American silver 
'reserves. This enabled the Government of India to 
purchase 200 million ounces of silver at 101| .cents per 
■ounce (fine). 

(c) Melting and exportation of gold and silver coins in 
.India were prohibited bylaw. This measure was calcu- 

35 
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latcd to conserve India’s silver resources as well as to^ 
economise in the use of silver. 

(d) Notes of the denominations of Re. 1 and Rs. 2^- 
were issued also as a measure for economising in the use 
of silver. 

(c) Subsidiary nickel coins of the denominations of 
2as., 4as. and 8as. were issued also for the same puriiose, 

(0 From June 1917 Government began to pm*chasc 
gold imported on private jiccount at a price based on the 
miX)e-8terling rate, irresiiective of the existing premium> 
on gold, and notes were issued against the gold so acquir¬ 
ed or gold sovereigns were coined for the puriwse of 
circulation as money. This measure was also mejint for 
the same pnri)ose. From June 1919 when all restrictions 
on the ex|)ortation of gold were removed in the U. S. A., 
Australia and South Africa, there were increased gold 
imports into India, and the Government began to acquire 
that gold at a price which covered the existing premium 
on gold for the puri)ose of selling it to the public once in 
a fortnight. This measure was taken in order to lower 
the premium on gold in India, which was necessary in 
order to induce the circulation of gold coins. 

(g) A large quantity of notes was issued without 
proper metallic backing, while restrictions were imposed on 
the convertibility of notes such as the withdrawal of the 
extra-legal facilities for conversion, and limitation of the 
amount of rupees payable to any single tenderer of notes 
on any particular day. Thus notes became virtually in¬ 
convertible, though no such ofHcial declaration was made. 
This was also a measure of economy in the use of silver. 
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(h) Lastly^ in order to meet the heavy war-time 
ex[)enditure without occasioning ‘extraordinary demand 
for currency, the Government reduced the ordinary and 
capital expenditure to the lowest point possible, while a 
large i)art of the circulating money was withdrawn by 
means of increased taxation, flotation of largo rupee 
loans which yielded a total sum of Rs. 130 crorcs in 3 
years, and the selling of Treasury bills. 

Thus the Government took extensive and elaborate 
measures for mitigating the effects of a great rise in the 
value of silver. If it did not succeed, it was primarily 
because of the overwhelming strength of the economic 
forces which were at work. 

Effects of the war on Indian Paper Currency. 

The Great war which wrought so much havoc on the 
ru|)ee sterling exchange was also destined to create 
tremendous changes in the Indian Paper Currency system. 
We have already noticed the war-time circulation of notes 
of the denominations of Re. 1 and Rs. 2^. We have also 
seen how notes became virtually inconvertible owing 
to the various restrictions imposed on their encashment, 
which resulted in a discount of as much as nineteen per 
cent in their value in certain places. Other notable 
developments may be summarised as follows :— 

(a) Excessive issue of paper currency, as a sufficient 
amount of rupees could not be coined owing- to the high 
price of silver. 

(b) A great increase in the amount of the flduciary 
reserve which rose up, as a result of the passing of succes- 
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sive Acts, from Es. 14 crores in 1911 to Rs 120 crores 
in 1919. 

(c) Corresponding to this increase in the amount of 
the fiduciary reserve, there was a marked decrease in the 
proi)ortion of ttie metallic reserves which came down from 
79 iier cent in 1914 to 50 t)or cent in 1919, though there 
was an increase in tlic absolute amount of the reserves. 
Another noticeable feature of the metallic reserves was 
the greater proportion of gold reserves compared to silver, 
and the virtual concentration of gold reserves in India. 

(d) As regards the fiduciary reserve, the temporary 
Paper Currency Amendment Act of September 1919 
laid down that Rs. 100 crores out of a maximum of Rs. 
120 crores had to be invested in British Treasury bills. 
In 1920, however, the restrictions on the locale and 
character of the investment were abolished, primarily 
because Reverse Councils were sold in large quantities 
comi)elling the Secretary of State to sell sterling securities 
out of the Indian Paper Currency Reserve in London. 
This necessitated the withdrawal and cancellation of equi¬ 
valent currency notes in India at the rate of Rs. 15 
l)er £ 1. 

The recommendations of the Babington 
Smith Committee. 

The wide-spread dislocation of Indian Currency and 
Exchange brought about by the War led the Secretary 
of State for India to appoint an expert Committee presi¬ 
ded over by Sir Henry Babington Smith for making 
recommendations regarding the future policy to be adopted 
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as regards Indian currency and exchange. We sum¬ 
marise below the principal recommendations of the 
Committee:— 

(1) The rupee unchanged in weight and finenessi 
should remain the unlimited legal tender in India. 

f2) The exchange value of the rui)ee should remain 
fixed at 2s. gold. 

(3) The sovereign should also be regarded as the 
unlimited legal tender in India at the rate of Rs. 10 per 
sovereign. 

(4) The import and export of gold should be freed 
from all restrictions as soon as the new ratio between the 
rupee and the sovereign is adopted, and a gold mint should 
be established at Bombay for coining gold, tendered by 
the public, into sovereigns. 

(5) There should be free importation and exportation 
of silver and the import duty on silver should be abolished 
as soon as the finances of the Government will permit. 

(6) The Government should withdraw its undertaking; 
to give rupees for sovereigns. 

( 7 ) The amount of gold in the Gold Standard Reserve 
should be increased consideraMy, but not more than 50% 
of the total amount of gold should be located in India. 
The remaining portion of the Reserve should be held in 
short-dated seenrities maturing within a year issued by 
Governments within the British Empire Tother than Jthe 
Government of India) 
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Arguments advanced in support of the 
recommendations- 

Tiie principal recommendation of the Smith Committee 
ie concerned with the exchange value of the rupee. The 
phenomenal rise in the i)ri<!e of silver, which the Committee 
believed had come to stay, if it was not to continue to 
increase further, ruled out the iwssibility of a restoration 
of the old rate of l,s. 4d. Cf course, the old rate could 
be maintained if the rui)eo could be devalued either by 
reducing its weight or its fine-ncss, or if nickel rui)ees 
were issued in supression of the existing silv(;r ruiJees, 
©r if paiH^r money, either partly or wholly iiiconvcrijible, 
were issued as long as the price of silver continued to be 
high. But the Committee rejected all these pro[)osal8 as 
likely to cause much damage to the Government’s credit 
and to cause much hardships, and inconvenience to the 
public. Above all, in the opinion of the Committee, there 
was hardly any i) 08 sibility of popular aeceptance of 
inconvertible paper money. 

The Committee, therefore, was in favour of accepting 
tlie then existing exchange value of the ru|)ee which was 
nearly 'Is. gold. In aniving at this decision, the 
Committee was actuated by several economic, considera¬ 
tions. A high rate of exchange would bring about a fall 
in prices which would be of inestimable boon to the 
Indian consumers in general and the poor people in 
particular. It would also benefit Indian producers as they 
would get foreign machinery and foreign stores at cheaper 
prices in terms of rupees. Indian manufacturers would 
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also ns they would not have to pay higher money 
^nges which would have been demanded i£ there were a 
rise in the cost of living following a low rate of exchange. 
Above all, the Government would gain tremendously 
from the high rate of exchange. There would be an 
annual saving of Rs, 12j erores in reai)ect of the Govern¬ 
ment’s sterling obligations. This, in its turn, would 
serve cither to reduce the burden of taxation or to increase 
■the Government’s bencBcent expenditure, or both. 

Of course, there was a dark side of the shield. Indian 
exporters might lose as they would get Rs. 10 instead of 
Rs. 15 for every (gold) pound worth of goods sold abroad. 
But the loss would be much less than it was expected as 
(there was a great foreign demand for Indian raw materials 
and food stuffs. The Government would also lose on 
account of its gold and sterling investments in London 
wliich would now be equivalent to a smaller amount of 
ruiiees. But then the Coramittee observed that the whole 
of thi.s loss would be wiped out by the savings to be effec¬ 
ted in the Home Charges within three years. Hence the 
bencBts to be derived from the new rate were much 
greater than the losses that were likely to ensue. 

Laatly, the Committee explained its preference for 
linking the rupee to gold instead of sterling on the ground 
that the dollar-aterllng rate might become weaker resulting 
in an enhanced sterling price of silver. Hence if the 
rupee were to be linked to sterling, the rupee price of 
silver might increase indeBnitely which might again result 
m the melting of coins. The Committee believed that if 
'.the rupee were linked with gold, if there were no restric- 
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tions on the import and export of gold and silver, if tho- 
gold sovereign were declared to be legal tender in India, if 
a gold mint was established in India, the new rate of 2s,. 
gold would no longer be threatened. Moreover, when 
both tho rui)ec and the sovereign were declared to be- 
unlimited legal tender, it was perfectly natural that the 
ru{)ee should have a fixed gold value instead of a fixed 
value in terms of sterling which was then a depreciated 
l)aper money with liability to still further depreciation. 

CriticUmt of the Smith Committee’s 
recommendations. 

The moat vigorous criticism of the principal observa¬ 
tions and recommendations of the Smith Committee was^ 
oflfered by Mr. Dalai, a member of the same Committee,- 
in a minute of dissent. 

In Mr. Dalai’s view, the rise in the price of silver 
which gave the Committee the necessary pretext for- 
raising up the exchange value of the ruiJee to 2^. gold 
was entirely artificial. It was due to the continuing 
embargo on the export of silver, even though the war 
was over, which made India a potential buyer rather than, 
a seller of silver, thereby inflaming the world’s silver, 
market. 

Secondly^ Mr. Dalai contended that no case was made 
out for over-valuing the rupee in order to deflate Indiam 
prices, as the War-time and Post-War inflation in India,, 
unlike tho inflation in the other belligerent countries, was- 
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not a geanine or true inflation. It was due to the fact 
that India’s increasing foreign balance owing to her 
increased exports could not be absorbed in any other 
shape except those of additional rupees and rupee-notes. 
There should have been no inflation if the Government 
made an endeavour to encourage the Indian purchase of 
foreign securities or at least of the Indian sterling loans 
held in London. 

Lastly^ Mr. Dalai contended that it was extremely 
undesirable to make a drastic alteration in the country’s 
monetary standard for the sake of exchange stability 
which was likely only to benefit the foreign exporters to 
the Indian market. The alleged benefit to the Govern¬ 
ment would be wiped out by the under-valuation of Indian' 
gold and sterling securities held abroad. On the other 
hand, Indian exporters and manufacturers would lose 
tremendously for the benefit of foreign exporters and 
foreign manufacturers. Above all, a monetary standard 
which serves as a measuring rod for the discharge of 
obligations between different classes of creditors and. 
debtors, can not be arbitrarily altered without causing 
serious unnecessary losses and inconveniences to some 
people, and equally undeserved gains to other classes of 
people. It was for the trade to accommodate itself to the' 
standard and not the other way round. Mr. Dalai cvem 
went as far as to say that even debasement of the rupee> 
currency would be preferable to the proposed highr 
exchange rate, if exchange stalnlity was to be achieved.^ 
by all means. 
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' Concluding remarks. 

The Indian ix)int of view has been on the whole* 
stroiip[ly emphasised in Mr. DalaPs famous minute of 
dissent, although wc do not agree with it in every detail. 
In our opinion, it was extremely foolish on the {mrt of the 
' Government to try to Bx an exchange value for the rupee 
at a time when the economic and monetary c(juilibrinm 
of the world was far from being restored. The price of 
silver was still rising, and our foreign trade had not yet 
assumed its normal shape. In such circumstances, the 
Government would have been better advised to remove 
all restrictions on the expoit of precious metals in order 
to enable tlie world’s silver and gold markets to attain 
their normal levels. Meanwhile, the exchange iliilue of 
the rui^ec would follow the changing price of silver, while 
adjustment would inevitably, though gradually, take place 
between the Indian prices and the world prices. External 
stability can never take place unless internal prices are 
first stabilised in the different trading countries. When 
the Smith Committee submitted its Report, the important 
countries of the world were still urider the spell of the 
War-time infiation though in different degrees. That was 
certainly not the moment for thinking of external stability. 
That the Indian prices were not adjusted to the world 
.prices, the Committee itself seems to have thoroughly 
recognised: the Committee only hoped that adjustment 
would later on take place. But this is just like putting 
ihe cart before the horse. The proper line of action is 
not to impose an arbitrary standard into which economic 
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relationships will be subsequently fitted after great hard¬ 
ships^ but to allow normal economic forces to evolve tiie 
standard itself. Thus the Smith Committee lays itself 
open to the charge of having violated sound economic 
principles in the interest of British commerce* British 
capital, and the Euroi)eaii community in India. 

Government action on the Smith Committee’s Report. 

The Government of India, however, was undeterred 
by all the vigorous criticisms levelled against the Smith 
Committee’s recommendations and forthwith proceeded to 
implement them. The new ratio of 2^. gold was adopted 
with what consequences we shall examine later. We shall 
study at first the results of the Goverumeut’s action on the 
other subsidiary recommendations. 

In the first place, the Government tried to establish 
the new internal ratio of 10:1 between the sovereign and 
the rui)ee. To make the new ratio effective, it was 
essentially necessary to abolish the existing (iremium on 
gold over the price indicated by the Smith Committee. 
Accordingly in February 1920 the Government announced 
its intention to sell a minimum of 15 million tolas of gold 
during the next six months. Though a large quantity of 
gold was sold during that period, and even further sales 
were made in August and September, the t)remium though 
it was reduced, did not cease to exist. Moreover, the 
Government stopped further sales of gold, which had the 
effect of raising up again the price of gold. Meanwhile 
on June 21,1920 an ordinance had been passed whereby 
sovereigns and half-sovereigns were divested of their 
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legal tender character, although a 21 days' moratorium* 
was declared during which the Government undertook 
to accept them at the old ratio of Rs. 15 per sovereign. 
The Government altogether received sovereigns and half- 
sovereigns valued at £ 2^ millions during that (Jeriod. 

Following these preliminary steps, the Government 
restored the legal tender character of sovereigns and 
half-sovereigns at the new rate of Rs. 10 per sovereign, 
although the instruction given to Treasuries and Currency 
offices was to receive sovereigns and half-sovereigns at 
that rate and not to issue them. As, however, the 
inrcmium on gold still continued to exist, the new legal 
tender did not function at all. Hence, the Government’^ 
attemi>t in this respect proved to be a total failure. And 
ns sovereigns did not function as cun*ency, the proposal 
for the establishment of a gold mint in Bombay was also 
dropi)cd. 

(2) Seca/idlyt the Government proceeded to implement 
the recommendations of the Committee with regard to the 
removal of the war-time restrictions on the precious metals.. 
One by one, the embargo on silver imi)ort8 on private 
account as well as the import duty on silver, the prohibit 
tion of the use of gold and silver for other than currency 
purposes, the restrictions on the import of gold coin and 
gold bullion, the restriction on the use of silver for all 
payments due from the Government, and lastly the res^ 
trictions on the extra-legal facilities for the encashment 
of notes into rupees, were removed, and all within 1930. 
The embargo on silver export, however, remained. Mr;. 
Dalai's criticism, therefore, remained un-answered. 
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The Rererie Council loot of 1920. 

We now come to the Government’H action on the 
principal recommendation of the Smith Committee, namely 
the fixation of the exchange rate at 2/;. Gold. On the 
date of the publication of the Smith Committee, the New 
York cross-rate stood at £ 1: $3 05. It was clear that in 
order to maintain 2^. gold, the sterling rate had to be 
considerably higher. This, however, did not deter the 
Government. The first reaction in India of the Govern¬ 
ment’s resolve to implement the Smith Committee’s main 
recommendation was the rush of Indian exporters to sell 
their cxix)rt bills for rupees before the new exchange’rate 
came into force. There was a great demand for rupees 
which raised the ru|)cc-sterling exchange to 2.9. S^d. 
within three days. 

The demand for rupees, howevcr> came to an end soon 
after the coming into force of the new exchange-rate. On 
the other hand, there was a great demand for sterling, 
Many firms which would have normally waited for months 
in order to make remittances to London aft once rushed to 
take full advantage of the high exchange-value of the 
rupee. Secondly, many new companies which had been 
floated in India with the help of the excessive war-time 
profits placed large orders for foreign machinery and 
stores, making advance payment in view of the high rate 
•of exchange which might not last long. Thirdly, there 
was a great speculative buying of sterling. Laslly, India 
•experienced a tendency towards an adverse balance of 
trade which also created a demand for sterling. For all 
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these reasoiisy it became necessary for the Government to 
sell Reverse Councils. These Reverse Councils were 
imid out of the proceeds of tlie sale of the sterling? 
securities and Treasury bills belonging to the London 
branch of the Indian Piii)er Currency Reserve. But these 
Bills and securities had to be sold at rates ranging from 
Rs. 7 to Rs. 10 to the pound, although they were originally 
purchased at the rate of Rs. 15 to the i)ound. Thus, the 
Government was saddled with a loss of Rs. 35 crores in 
order to maintain the new oxohangc-rate. 

Meanwhile, the eontiiiued demand for sterling had 
been raising the c.tcliauge-valiic of the sterling. The 
rniH',e sterling market rate began to fall from the high 
level of 3.S*. on 10 Kebrnary to a rate not only 

below 2.s‘. gold but even below '2s. sterling. The Govern¬ 
ment Hnding it imiK)ssible to maintain the high rate of 2.s'. 
(gold) now l)egan to offer sterling at a rate slightly above 
the market rate, maintaining that sterling had greatly 
altprcciatcd in value. But even tins t)rGtence could not 
go on for all time as it was a costly one. And at last the 
attempt was given up. 

Thus, the attempt to maintain the high rate of 2.s'. gold 
ended in a disastrous failure. The disaster was not 
confined only to the Government which, as wc have seen,. 
had to incur a loss of R.s. 35 crores. The selling of 
Reverse Councils on n very large scale created a great 
monetary stringency in India which, moreover, had not 
any compensatory efifect on the rate of exchange owing to 
the abnormal activity of the import trade and the virtual 
collapse of our export for which the new exchange-rate* 
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was not a little responsible. Above all, the cotnmeroial' 
community in India suffered most owing to the excessive 
reliance placed on the Government's capacity to maintain • 
the new rate. Orders had been recklessly placed with 
foreign firms in the confident expectation that the high 
rate would be maintained. But when orders were actually 
executed and goods were actually imported^ the exchange 
had virtually collapsed. This meant widespread loss and 
virtual bankruptcy to many a well-established firm, 


Concluding observations. 

Ignorance however, abysmal, and imagination, however 
dull, can not excuse the Government for undertaking an 
impossible task and for (Xirsevering in it for a fairly long 
l)eriod of time, even though its disastrous consequences 
were felt from the very beginning. When the Government 
wanted to establish the new rgto of gold the actual 
market value of gold was Rs. 34 per tola. While 

■•^1 ' m. 

according to the new exclwn|^ rate, it was to be about Rs. 
16 |)er tola. Moreover, even in terms of internal pur¬ 
chasing powers, rupee would have been seriously over¬ 
valued compared to gold prices abroad, if the new rate 
were adopted. Having regard to these indisputable facts, 
it must have been abundantly clear to the Government 
that unless highly drastic deflationary steps'were taken, it 
would be imi) 08 sible to maintain the high rate. 

Secotidhj, the Government made a grievous blunder 
both in its analysis of the causes of the high price of 
silver and in its anticipations as regards the future price 
of silver and gold. The Government should have realised 
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the essentially temporary nature of the high price of silver, 
which was brought about by various factors such as res¬ 
trictions on the sale and purchase of silver, India’s exces¬ 
sive demand for silver in a period of prosperous foreign 
trade, the depreciation of the rupee, and above all, the 
depreciation of the sterling in terms of gold. There was 
therefore, hardly any ground for believing that the high 
, price of silver had come to stay. Similarly, the Govern¬ 
ment miscalculated the future trend of gold prices. During 
•the War and in the early post-War period, inflation in 
different degrees was the rule almost everywhere. The 
Government should have known that, with the lapse of 
time, this artificial inflation would gradually disappear. 
In such a case, the over-valuation of ruiKje would become 
still more pronounced, as gold prices would begin to 
decline elsewhere. 

Thirdly, the Government should have taken lessons 
from the rapid fluctuations that were taking place in the 
value of silver particularly, and from the general currency 
■ chaos tliat prevailed everywhere, in order to avoid iweci- 
pitatc action mth regard to the Indian exchange-rate. 

Lasilyt when the Government actually found it impos¬ 
sible to maintain the high exchange-rate without inflicting 
serious losses on the Indian Exchequer, it should have 
abandoned the attempt at once, instead of doggedly 
pursuing it out of a blind faith in the wisdom of the Smith 
Committee. 

^Tlie policy of masterly inactivity (1921-2S). 

The disastrous failure of the policy of maintainiiig 
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lixed exchange-rate at last convinced the Government of 
4:he wisdom of allowing the rupee-sterling exchange to 
follow its own level, until a more normal position was 
reached in the world’s economic and political spheres. 

In 1921 India was faced with an adverse balance of 
Ktrade owing to low gold prices and still lower sterling (nrices 
of Indian exports brought about by deflationary measures 
both in the U.S.A. and in England. The rupee-sterling 
■rate accordingly declined and even reached the low level 
of Is. 3d. There was a great contraction of the currency 
in India, but even this failed to arrest the sagging 
•exchange. Things were no better during 1922-23. But 
towards the close of 1923, there was a revival of our 
export balance, and the exchange rose up to l.v. *6ld. gold 
iin September 1923. In October 1924 the rate of exchange 
rose up to Is. 6d. sterling. The Government seems to 
have decided not to allow exchange to rise any further. 
iHence the Secretary of State began to sell Council bills 
for the requirements both of the Home Charges and of 
India’s foreign trade. When sterling became gold in 192.6, 
the rupee-sterling rate continued or was made to continue 
to remain at Is. 6d. At last, the Government schemed to 
have found out a rate of exchange which would last. But 
before declaring the Government’s resolve to maintain 
this new rate, a Royal Commission on Indian Currency 
And Exchange was appointed in the usual fashion for 
miaking recommendations. 


Mammary of the Hiltoii Yoimg Commieekw^e Report 

The terms of reference of the Hilton Young Commis- 
36 
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9 ton comi^riscd three subjects; (a) the choice of ar 
monetary standard, (b) The choice of a rate at whicbr 
exchange was to be established, and (c) the problem of a 
Central Bank for India. In this chapter we are concerned, 
only with the first two heads. 

The choice of a Monetary Standard for India. 

The Hilton Young Commission had mainly to consider* 
the relative merits of a Gold Exchange Standard, Gold 
Standard with a gold currency, and the Gold Standard 
without a gold currency. As we shall see presently, the 
Commission rejected the first two alternatives and chose- 
the third one. We summarise below the i>rincipul argu* 
meats advanced by the Royal Commission in supix>rt of 
/their choice. 

Defects of the Gold Exchange Standard. 

We summarise below the main criticisms of the Gold 
Exchange standard advanced by the Hilton Young 
Commission 

(1) The Gold Exchange standard which lasted from* 
1898 to 1917 was a highly complicated monetary standard, 
and ns such it did not inspire public confidence. Under* 
it, the currency in India consisted of two kinds of 
tokens, namely rupees and notes with un-nec.essary' 
excrescence of a third full-valued coin, namely the gold 
sovereign, which did not circulate at all. Rupee-notes 
were convertible into silver rupees but these rupees again 
were no better than notes printed on silver. Hence, one* 
lonn of token was convertible into another form of 
t(^en. - . , 
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(2) The Gold'Exchange standard was a fair-weather 
standard. It could last only so Ions; a s the price p £‘‘ 
silver remaine d at such a low level that ifieface value of' 
the rupee was g reater than its meta llic value . If the' 
price of silver soared up as it did TiiT!§17, the system 
could not be maintained without entailing very heavy 
losses to the Government. 

(3) The system involved a duplication of reserves, 
namely the Indian Paper Currency Reserve and the Uold 
Standard Reserve, whoso normal functions were su8|)endcd 
for the sake of maintaining the stability of the Exchanges. 
The proper function of the Paper Currency Reserve was to 
ensure the convertibility of the rupee-notes. In practice, 
however, both kinds of reserves ns well as treasury balan¬ 
ces were freely utilized for maintaining the exchange, 
thereby creating great confusion in the Indian Currency 
and Exchange system. 

(4) The Gold Exchange standard was not an autorm^ 
iw standard. The expansion and contraction of the 
currency depended more on the whims of the Government 
than on the purchase and sale of sterling. The sale of 
Council bills in London was sometimes met by the Govern¬ 
ment of India with the help of the Government’s Treasury 
balances rather than with fresh coinage. Thus, there 
was no net increase of the volume of currency circulation. 
Again, the currency withdrawn by the sale of Reverse 
Councils was sometimes partly released by the Govern¬ 
ment f<N circulation even though sterling was not 
purchased. 

(5) The system was not an eioslie one. The exieui- 
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<aon of the currency could take place only when Council 
Bills were sold in London. But the demand for additional 


currency comes generally when internal crop-movement 

V 

takes place. Thus, there was a serious time-lag between 
the actual demand for additional currency and the actual 
supply thereof. Further, the amount of additional currency 
that could be available depended ui)on the volume of our 
balance of ext)ort8 and as such it was not determined by 
the needs of internal trade. Again, the Smith Committee’s 
recommendation providing for some currency expansion 
against genuine inland trade bills could not be given effect 
to as there was a genuine lack of such trade bills. Simi¬ 
larly, the contraction of the currency depended upon the 
sale of reverse councils, which could by no means be 
counted upon whenever the country might have a surplus 
of monetary circulation. Moreover, as we have already 
seen, actual currency contraction did not invariably follow 


the sale of Reverses. , 

J 

Further Criticisms of the Gold Exchange standard. 


The Hilton Young Commission, while condemning the 
Gold Exchange standard along the above lines, did not, 
it appears, suHiciently bring out some of its more 
sinister, if not also ridiculous, aspects. For instance, 
the Commission did not comment at length on the 
composition and the location of tlie two kinds of 
Reserves noted above. Apart from utilising the Paper 
Currency Reserve for maintaining the exchange ratio 
which was none of its business, there was hardly any 
justification for keeping the great bulk of it in the 
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shape of gold or aterlitig securities in far-away London* 
A very queer way indeed for ensuring the convertibility 
of our notes! the official justification was that silver 
had to be purchased and as such a large part of Paper 
Currency Reserve was legitimately located in London. 
We do not understand, however, the reasons why silver 
could not as well be purchscd in India, why India, 
being a large buyer of silver, could not have a silver 
market when England, who had nothing to do with 
silver, could so easily have one, and why even if silver 
had to be purchased in London, the necessary purchasing 
[3ower could not be sent from India at the time of the 
actual purchase, instead of being kept there indefinitely 
in advance apparently for the benefit of the London 
money market. 

Similarly, Indian public opinion could not tolerate 
the manner in which the Gold Standard Reserve was 
handled. A Reserve, originally created to serve as a 
basis for the future establishment of a full-fledged gold 
standard in India, was utilized not only for maintaining 
an artificial exchange rate but for financing Railway 
construction as well. Even if maintenance of the 
exchange was its legitimate function, it was necessary, 
as the Chamberlain Commission observed, to keep the 
reserve predominantly in a liquid form, which might 
take the shape mostly of gold and partly of short-dated 
securities. In actual practice, however, the Gold Standard 
Reserve was largely invested in the form of long-term 
securities including British War Loans, which had tp 
be sold occasionally at very low prices, as during the 
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great exchange loot of 1920, involving India in huge 
«ncalled-for losaes. Indian public opinion had always 
demanded the retention of the Gold Standard Reserve 
in India and in the shape of gold. The ofiicial argument 
wns that gold* being necessary for meeting India’s externa] 
obligation, was best kept in London. The practice of 
other countries remaining on the Gold Exchange Standard, 
was iilso cited as an example. Lastly, it wns pointed 
out that lA>ndon had a short-loan market in which India’s 
gold could be safely invested for earning some interest. 
We may, however, easily reply that the example of other 
countries, did not apply to India at all. India had normally 
been a creditor country and as such there was no necessity 
tor habitually keeping our gold reserves in lx)ndon for 
meeting our external obligations. If in any abnormal 
year India did become a debtor, gold could have been 
easily sent out of India. As regards the contention 
that gold reserves in London could earn some interest, it 
may be* i)ointed out tliat considerations of interest should 
not be regarded as the only or the all-important considera¬ 
tions in such matters. Moreover, there was no reason 
why attempts should not have made to develop a short- 
loan market in India. After ail, there was no particular 
safety of foreign gold reserves in the London money 
market. Both during and after the Great War, London’s 
importance as a gold centre has steadily diminished. 
If a foreign centre was deemed to be advisaUe for the 
location of our gold reserves, certainly London was not 
'the ideal place. 

Lastiy, Indian opinion severely criticized the manner 
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.in which Council Bills were sold by the Secretary of State 
for India. The only legitimate purpose of the OounoU 
Bill was to facilitate the transfer of funds from India 
for meeting the Government of India’s sterling obligation* 
But in actual practice, Council Bills were freely sold 
whenever there was any occasion for payment to India 
by her foreign debtors. Thus the cash balances of the 
i^cretary of State increased abnormally apparently for 
the benetit of the British merchants. The policy of 
selling Council Bills in excess of the Secretary of State’s 
own reiiuirements was justified on the ground that it 
led to the reduction or avoidance of debts, lint actually, 
however, loans have been often floated in the London 
money market even though the Secretary of State’s cash 
balances were fairly ample. Moreover, the surplus 
balances have generally been lent out at comparatively 
low rates of interest to approved borrowers in whom the 
advisen* in financial matters of the Secretary of State 
for India were sometimes personally interested. Moreover, 
Oouncil Bills were often sold at rates below the s|)ecie 
import point even when there was no particular demand 
for funds in London. Thus *'the whole Council Bill system 
had all the appearance of an elaborate device for divert¬ 
ing the flow of gold from India and saving London the 
inconvenience and cost of finding it for India, while 
acting as a receptacle for as much of India’s gold as 
possible—-not to hold but to use.” (Jather and Beri) 

On the other hand, while Indian money was thus 
freely utilised for easing the London money market on 
liighly favourable terms for the British busiiioss 
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community, the Reserve Treasury system which prevailedf 
in India involved the locking up of our already scanty^ 
monetary resources in Government Treasuries at a time- 
when there was a great demand for currency and the 
bank rates were ruling high. 

Above all, the Council Bill system stands thoroughly 
condemned because of the secret and clandestine- 
manner in which it was managed by the Secretary of 
State for India, living 6000 miles away from India,- 
surrounded by, and therefore amenable to, interests not 
Indian in their ideas and aims. The monetary system of 
a country should be always fool-proof and knave-proof. 
Unfortunately in India, British economic interests have 
always stood in the way of a just and intelligible arrange¬ 
ment of our Currency system which might inspire popular 
confidence and at the same time safeguard India’s economic 
interests. The so-called Gold Exchange standard is thus^ 
a classic example of the economic domination of India by 
the City of London. 

The Government of India’i proposal for a 
Gold Currency standard. 

Sir Basil Blackett, the then Finance Member of the* 
Governor-General's Executive Council formulated a propo- 
sal for the establishment of a gold standaid in India. The 
Blackett scheme contemplated the introduction of a gold, 
currency system. Rupees were to be made convertible into* 
gold currency for the next ten years after which, however,, 
rupees would cease to be legal tender except for. small 
amounts not exceeding, say, Rs. 50, Of course, a Huge- 
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amount of gold was necessary in order to give effect to the- 
scheme. The Commision calculated that about Hs« 110* 
crores might be presented by the public for conversion into* 
gold. Hence it was necessary to attract a large quantity 
of gold for currency puri) 0 Bcs both from outside and from 
the Indian hoanlers. Gold was also to be purchased by 
selling a part of India’s redundant silver equal to thrice 
the world’s total annual output of silver. Notes were to be 
made convertible into full-valued gold coins wherebyat was 
believed, the hoarding habit would be gradually overcome.. 
The cost of the scheme was estimated to be Rs. 1*07 crores 
per annum during the first five years, and between 
Rs. 0*67 and Rs. 112 crores subsequently. 


fhe Currency Commitsion’t rejection of the tcheme- 


i 


The Blackett scheme, however, unfortunately did not 
find favour in the eyes of the Hilton Young Commission 
who summarily rejected it on the following grounds: 

(1) The scheme would give rise in India to an addi¬ 
tional demand for nearly £103 millions of the world’s gold 
at a time when the world’s annual output of gold was 
notoriously falling off, and feverish attempts were being 
made everywhere to economise in the use of gold. This 
increased demand for gold would naturally have serious 
adverse repercussions upon the trend of gold prices and 
rates of interest all the world over, and India, being a part 
of the world, would naturally suffer with the rest. 

(2) The demand for conversion of rupees into gold^ 
currency, which the scheme contemplated, would be spread 
over ten years, might in actual practice, be sudden and not^ 
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gradual. Moreover, it was quite possible that depreciation 
in the value of silver and silver hoards might result in an 
increased demand for gold for hoarding purposes. Lastly, 
^the attachment of the Indian people to gold was well 
known and as such they might show a distinct preference 
for holding gold currency instead of notes. For all these 
reasons, there was a large degree of uncertainty in the 
estimated amount of gold necessary for giving effect to 
• the scheme. 

(d) The dethrouement of silver which the schem e 
contem plated would have also serious repercussions^jipiML*. 
ithe wofld price of silver. Already the i)osition of silver 
was notary cimable owing to the widesiwead tendency 
•to u.se notes, copper and nickel coins instead of .silver. 
If, in addition, the monetary demand for silver was to cease 
in India, and India became a seller of silver instead of a 
buyer, there would b e a great declin e in the world va lue 
of silver. Moreover, the decline would continue to increase 
as the annual output of silver would not diminish, silver 
being largely a by-product. This fall in the value of 
silver would be a great blow to the Indian masses who 
had hoarded silver as a form of wealth. 

(4) Further, the abandonment of silver by India, 
taken in conjunction with large sales of silver by the 
Government of India, would have a dislocating effect upon 
- Chinese exchanges. The world’s trade* including India’s 
growing trade with China, therefore* m^ht suffer. 
Moreover* there had been for some time a growing move¬ 
ment for the adoption of a gold standard in China. If 
India abandoned silver in favour of a gold currency* 
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China might easily eninlate her example. In that case, 
however, there would be a still further rise in the price of 
gold and a still further decline in the price of silver, with 
all their disastrous consequences. 

(5) Finally, the Commission pointed out that th e 
acheme ''w?nr'15otTrvery costly and impracticable It was 
costly because the Government of India would have to 
purchase a large quantity of gold for an indefinite period 
in order to promote the circulation of gold coins in India. 
It was impracticable, as large credits would be necessaiy 
for giving effect to the scheme and no such credit would 
be available from England and the U. S. A., both of whom 
viewed ft with undisguised alarm, the former because of 
her interest in the monetary reconstruction of Phiroix;, the 
latter because of her traditional silver interests. 

Criticitmt of the Currency CommUtion't remarks. 

The Hilton Young Commission seems to have dismis¬ 
sed in a cavalier manner the popular demand for a gold 
currency standard which was for once backed not only by 
the Government of India but also by foreign monetary 
exi)erts like Dr. Gregory and Dr. Cannan. If simplicity 
and popular confidence are regarded as the indispensable 
ear-marks of an ideal currency system, certainly a full- 
fledged gold standard based upon the free circulation of 
gold coins could, in the particular circumstances of India, 
best answer those tests. The reckless manner in which 
ihe Indian currency and Exchange system had been 
handled unce 1893 had naturally aroused deep-rooted 
public suspicion about the bonafides of the Government’s 
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intcntlouH. Henco public opinion clamoured for the* 
actual circulation of gold coins as an indisputable and 
conspicuously visible symbol of a well-conceivcd Gold 
Standard for India. The Commision, while recognising 
that India's currency system must be simple and readily 
welcome to the people, seems to have been determined not 
to follow its own precept. The objections raised by the 
Commission to the proposal of a Gold Currency system are 
mostly exaggerated and partly irrelevant. If the Blackett 
scheme was expensive, infinitely more expensive had been 
the Gold Exchange standard which had received the 
official imprimatur of the Chamberlain Commission and the 
Babington Smith Committee. Further, the argument of 
cost should not have been put forward as a fundamental 
objection to a scheme otherwise desirable. Lastly, if the 
Blackett scheme was deemed to be too costly, the 
Commission could have adopted Dr. Cannan's proposal for 
the establishment of a Gold Mint in India and the 
progressive realisation of a full-fledged gold standard 
within the brief space of a year. That Scheme would 
have cost much less. Again the Commission under¬ 
estimated the amount of gold that might be easily available 
by the dishoarding of Indian hoarded gold, through India's 
normal export surpluses, and through the gradual redemp¬ 
tion of the sterling securities belonging to the Paper" 
Currency Reserve and the Gold Standard Reserve. 

(2) The Commission also seems to have over-exaggera¬ 
ted the extent to which notes would be presented for * 
conversion into gold coins. Perhaps there would be a 
rush for conversion at the initial stage; but later on, once* 
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jpeoplo got accuatomed to the new standard, notes could 
•circulate side by side with gold coins. Moreover, notes 
would always be necessary for remittances, for large pay- 
.ments, and for the purpose of banking reserves. 

(3) Again the Commission seems to have emphasized 
overmuch the adverse repercussions of India’s adoption 
of the gold currency standard ut)on the price of gold and 
silver. Dr. Gregory, the English monetary expert, did 
not anticipate any considerable uusettlcment of the world’s 
gold market following India’s adoption of a gold currency. 
The high price of gold was largely due to the sterilisation 
of a huge quantity of gold by the U.S.A. and France in the 
Post-war world. India, a subject country, had no parti¬ 
cular obligation to sacrifice her own self-interest for the 
sake of world prosperity which was threatened by the 
liolicies pursued by some of the Great Powers. Again, the 
Commission observed that a fall in the price of silver would 

Dr. Caniian formulated a scheme whereby he claimed, the transi¬ 
tion to a gold currency standard could be made in India without any 
large risk at any point and at the same time with considerable rapi- 

• dity.* The outlines of the scheme may be given as follows: (1) Free 
coinage of gold, the gold coin to contain as much gold as the bullion 
presented, less a small charge for the cost of manufacture., (ii) New 
gold corns and old coins (if any) to be declared unlimited legal ten- 

• der, with a fixed rupee value, (iii) Additional issue of rupees to be 
suspended, aud additional issue of notes redeemable in silver to be 
stopped, (iv) Notes to be declared as convertible into gold coins 
but by instalments ; notes of the largest denomination to be taken 
first and subsequently notes of other denomiaations. step by step, 

«(v) Lastly, silver rupees were to be made convertible into gold coins, 
(those of the latest date to be taken in at first, and so on. 
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hit hard tho Indian masses, the world*s China trade, and 
the American silver interests. As far as the Indian silver 
hoards are concerned, we might reply as follows ; First,, 
the greatest depreciation in the value of our ..silver hoards 
had already taken place when the Government stopped 
free coinage of ruiiees in 1893. No such anxiety was then 
felt by the Government or its British advisers for tho 
Indian masses. Secondly, the total quantity of silver 
hoards, though large*, was iierliaps not as large as the 
Commision imagined. Even if the aggregate quantity was 
was large, the individual share was likely to be very small, 
as such the loss would not very keenly felt. Lastly, the 
loss due to the deiircciation of the silver hoards was likely 
to be more than offset by gains due to the appreciation in 
the value of our gold hoards which, according to the 
Commission’s own reasonings, was bound to be consider¬ 
able. 

The argument of the adverse reaction on the China 
trade is somewhat irrelevant. Our trade with China was at 
that time by no moans very important and as such we did 
not stand to lose much ourselves if Chinese exchange 
became dislocated. Moreover, as the Commission itself 
observed, China might also be induced to adoiit the gold 
standard, in which case we would not lose at all in our 
trade relations with China. 

(4) Lastly, the argument as regards the U. S. Ah 
hostility on account of her traditional silver interests is 
perfectly irrelevant It might be in the interest of Great 
Britain not to do anything which might offend directly or- 
indirectly, the Great Amkstkm Kepublic. But for India. 
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there was no particalar reason why our own domestic 
policy should be dictated by American self-interest. If the- 
tf.S.A. could calmly pursue political and economic policies 
which had seriously affected the prosperity of the whole 
world, there was absolutely no reason in the world why 
India should deviate from her own proper course out of 
considemtion for American susceptilnlities. As regards 
loans for getting the necessary funds, they, could easily bo 
floated in India and if necessary, in Great Britain as 
well, the Commission’s warnings notwithstanding. 

Thus, the objections advanced by the Hilton Young 
Commission are not at all serious. They look more like 
flimsy excuses which can always be found for propping up 
a case which is already known to its advocate to be funda¬ 
mentally untenable. The real objection of the Commission 
was that it was not in British interest to set up a gold 
currency standard in India. That objection could not 
naturally be mentioned. 


/AGoM 


Gold Bullion standard for India. 


The Hilton Young Commission, while ^rejecting the' 
Finance Department’s scheme for a gold currency stand¬ 
ard, however, strongly recommended the Gold Bullion 
standard which was indeed the Post-war interpretation 
of the Gold standard throughout the world. The essence of 


the gold standard is the free oonvertibility of a country’s 
legal tender into gold at a fixed rate and for all purposes : 
the actual circulalioii of gold coins, though an imutl 
feature of the gold standard before tiie war is by ne* 
means essential thereto. The withdrawal of gold drou- 
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lation in the Post-war functioning of the gold standard 
was due to the following factors : (a) first, the diminished 
annual output of gold compared to the annual increase in 
production due to Rationalisation and systematic exploits- 
’tion of hitherto undeveloped colonial regions; (b) 
secondly* the huge maldistribution of the world's total 
stock of gold, France and U. S. A. possessing nearly |rds 
of the world's total quantity ; and (c) a general recogni- 
•iion that gold in circulation is not very useful as a bank¬ 
ing reserve. The Currency Commission, apparently obsess¬ 
ed by these new ideas, wanted India to establish her gold 
standard along up-to-date and scientific lines. For the 
realisation of the Gold Bullion Standard, the Commission 


. made the following proiH)sal8 S 

v/(1) The ordinary medium of circulation in Ind ia 
should remain, as at present, the currency note and the 


silver nioee. and the stability of the currency in terms of 


of j;old shoul d ^ secuircd by ma king the currency direct ly 
convertible into ^or all wmoses. Gold not 


mrculatc a t firat and need not circulate ever. * 

' (2) The CuiTcncy Authority will have the obligation 
to buy and sell gold at fixed rates determined with refer¬ 
ence to a fixed gold parity of the rupee, but in quantities of 
not less than 400 fine ounces as regards sale. The limitation 


as regards quantity was designed to prevent the dissipation 
^ of the country's gold resources on flimsy grounds. The true 
piirpose of gold was to facilitate payments to foreigners. 
On the other hand, the local currency unit was conver- 
^ble into gold for all purposes, internal and external, and 
t'ice versa, instead of being convertible into sterling or 
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■any other foreign currency. This would secure botii 
'Stability of prices and stability of exchanges, the former 
because nipee prices oould move only with tho movement 
of gold prices, and the latter because the rupee was 
given a fixed gold value. Lastly^ the currency system 
would become elastic, as the currency would become 
expanded when notes or nipees would be issued by the 
^Currency Authority in exchange for gold, and contracted 
when gold bars would be offered by the same Authority 
against notes and rupees. Thus an effective gold standard 
would be established without the un-necessary luxury of 
actual gold circulation. 

(3^ Sover eign should be d emonetized in order to 
I prevent^le existing hoards of gold coins From entering 
into circulation. Sovereign may become legal tender 
again when India will have sufficient gold reserves for tlui 
i introduction of a gold currency, and if she decides in 
favour of a gdld currency. 

(4j As the buying and selling of gold at prices deter- 
^ mined by the par value of the rupee, irrespective of the 
cost of importation of gold or of any deviation of the 
actual rate of exchange from the par rate, will make the 
Currency Authority the greatest gold market in India, 
-thereby destroying the gold bullion market in India as 
well as throwing upon the Currency Authority the un¬ 
necessary task of selling gold for non-monetary p^poses. 
the Hilton Yeung Commieaion recommended that the Beil¬ 
in rate of gold in India should be equal to the pal ate 
^pluB the coat of importation of gold from London. In other 


37 
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words, gold would be sold at a dieaper i^rice in Londoi^ 
than in India. 

(5) Lastlyt in order to create popular confidence i» 
the new standard, the Comoiission recommended the issue- 
Certificates in denominations of one tola and- 
integral multiples of tolas payable in three or five years' 
time either in l^al tender money or in gold, according to< 
the option of the holder. As these certificates would yield 
an attractive rate of interest, the Commission believed 
^ that this system would go a long way towards curing the- 
hoarding habits of the people.^^ 

critical evaluation of the gold Bullion standard* 

The Gold Bullion standard recommended by the CuiTen- 
cy Commission was, as we have already seen, claimed to be 
an ideal standard. It approximated to the latest idea about 
the gold standard, whereas the gold currency standard 
proixxsod by the f'inance department would render India 
liable to the charge of being a backward and old-fashioned 
country. It gave India all the advantages of a true gold 
standard, namely safety, elasticity, automacy. and easy 
popular acceptability, and none of its disadvantages. No¬ 
great loss would be involved, as the amount of gold require 
ed would not be very large. There should be no uneasy 
period of transition, as the proposed monetary standard 
could be given effect to at once. There should be no 
setting of the world's gold market, and as such the econo¬ 
mic recovery of the world would not be impeded. 

There should be no landslide in the worM’s silver 
market and the China trade would not be hampeied». 
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the Indian masses would not suddenly be faced with ii 
capital depreciation, and above all American friendship 
would not be imperilled. The hoarding habit would be 
checked, the country’s gold resources would be conserved, 
the gold bullion market would be kept intact. The Com¬ 
mission would indeed wonder if any one were to be se 
impudent as to challenge its eflicacy. 

Indian public opinion, however, did not accept the new 
proiK)sals with any fraction of the enthusiasm which the 
Commission felt for tliem. The people of India wanted 
the iictual circulation of gold coins as a visible proof of 
an active gold standard. Instead, they were now asked 
to go through a severe mental gymn^ic in order to 
understand the nature of the rupee, ^he provision that 
gold would not be sold except for quantities of 400 oz. or 
above virtually meant that none but bankers and bullion 
dealers would see the face of gold. Again, provision 
that the seUing price of gold would be higher than its 
buying price, cheaper in London than in India, clearly 
meant that the old game of utilising India’s gold and gold 
dues for the benefi^f the London money market would 
be continued. TKe Savings Certificates system was a poor 
response to the popular demand for gold coins. Again, 
popular suspicion was fi^rther strengthened by the recom¬ 
mendation f<H: the Mfimonetization of the existing sove¬ 
reigns, while no such action was. thought necessary for 
estaldishing the Gold Bullion Standard in England. Thus, 
the Gold Bullion Standard failed to remove the deep-rpot * 
ed public suspicion r egarding the Government's currency > 
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policy nnd came to be regarded as a sort of comouflaged 
Gold Exchange Standard of the pre-war brand^ 


Tbe problem of tbe Rati a 


Having thus disposed of the iiroblem of monetary 
standard, the Currency Commission next turned to the 
problem of the stabilisation of the exchange. The Commis¬ 
sion recommended the adoption of the 1^*. M. ratio., as 
they believed that at that rate the rupee prices had already 
been adjusted to world prices. Thej ionolusion was drawn 
^rom the following fact s : 

(i) From December 1922 to June 1924, the rupee 
price-level ranged round a mean of about 176, and the 
exchange stood at about Is. 3d. gold. 

(ii) From July 1924 to June 1925, the rupee iirice- 
level declined to J57, while the exchange rose toJsJM. 


gold. 

(iii) Since June 1925, while the exchange remained 
roughly at Is. (id. gold, the rupee price-level also remained 
stationary at 158 and showed some tendency to decline 
with declining prices. ^ 

^8 thjB world pnce-leyel had been practica^ v 
statio naiy ^ce December 1922, while Indian prices had 
been continually declining accompanied by rising 
exchange until the level of 158 was reached, after which 
both the price-level and the exchange rate continued to be 
stable, the only legitimate conclusion was that an adjust- 
ment was reached at the Is. 6d. ratio. J, 

The GommisaOn ako sought to justify the la. 6d ratio 
hf the following subsidiary arguments 
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(a) As exchange and prices had been steady for a 
considerable period* there is a prima facie justifieatioa fer 
the assumption that wages had a lready been adjusted to 
the prico-level. The (liommission coulS atTeast cite <the 
case of the Indian Jute industry as a proof. Similar 
optimism could not perhaps be felt as regards the Indian 
Cotton industry or the Iron and Steel industry. But then 
the f.*iult lay with the managers and not with the ratio. 
In any case, it was unjust to efiPect a concealed reduction 
of wages. Tiie Commission also maintained that ibe 
comparatively high rate of Is. (k?. would enable tiie 
Government to resist the demand for higher salaries on 
the {)art of Government servants. 

(b) The Commission also examined the effect of this 
new e xchange rate on var i ous tytKis of debtors and 
credito r^ First, as regards land revenue, the ^mmission 
admitted that in many cases land revenue settlements 
had already taken place when exchange stood at Ls. 

i.e. when the value of the rupee was com))aratively lower. 
The raising of the value of the rupee to 1$. 6d.« might, 
therefore, appear to impose an additional burden on the 
cultivating tenants. The actual burden, however, the 
Commissioners argued, would not be much heavier as a 
great rise iu prices had already taken place, thereby 
lightening the burden on the rent-paying classes. Lastly, 
with, regard. to ordinary debts, the Cominisskm argued 
that most of these, debts had been contracted during the 
last 7 Oft 0 years daring which the exchange generally 
stood at levels higher tfian 4d. and ap such the new 
gate would not affect the debtors at al) comnderab^.^, .. 
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(c) Lastly, the ComtnisBion also proved their case 
wftgatively by referrin g to the popular arguments in favour 
of the Ij;. 4d. ratio. The principal popular objection was 
that the exchange stood at Is, 6d, for too short a period to 
justify the hope that complete adjustment had already 
takeit place between the Indian and the world prices, and 
that even this relative exchange stability was due to 
the Government’s manipulation. The Commission retorted 
that even if manipulation was responsible for the establish¬ 
ment of the new rate, that was no reason why the new 
rate should not be adopted. Secondly, even if complete 
adjustment could not be claimed for the L«. Hd. ratio, the 
only (considerable adjustment that had taken place was at 
Vs. (ki. and not at l^. 4d. The Commission concluded their 
observations with the remark that a restoration of the 
pre-war Is. 4d. ratio would impose a serious burden on 
eonsuiners, the poorer sections of the literate classes who 
had fixed money-incomes, the wage-earners, as well as 
the Central and the EV)vincial Governments. 

Sir P. ThakurdM’t Minute of Diisent 

Sir Purshotamdas Thakurdas in a vigorous Minute of 
Dissent severely criticised the Majority’s recommendation 
of the Is, Qd, ratio. He first accused the Government of 
efifocting great currency contraction in order to raise up 
the exchange rate. He also denied that adjustment had 
taken place at the proposed high rate. Hence the new 
ratio involved a serious burden on Indian exporters and 
manufacturers alikei while it conferred a bounty of lSi% 
on British exporters to India. He further observed that 
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the new ratio would invidve an additional burden on 
our debtor class* mostly agriculturists, carrying the harden 
of old debts contracted daring the period of the 4d. 
ratio. As regards Governmental finance, the savings to be 
efiPccted in the Government’s sterling obligations were 
likely to be largely offset by losses on account of the 
lower income-tax and customs revenue which would follow 
from the reduced income of the Indian |)roducers. The 
unmerited benefit to the lower middle class people who 
constituted not more than 21% of the Indian population 
would hardly justify the imposition of an altogether un¬ 
merited hardship on the remaining 79%. As regards 
labour, the existing level of wages was sufficiently high 
on the Commission’s own admission to cover any possible 
rise in prices which might be brought abo\it by the l.s. 4fl. 
ratio. Above all, labourers would secure better employ¬ 
ment under Is. 4d. LasUy, Sir Purshotamadas cx)ntcnded 
that if all other countries including England thought it 
to be advisable to restore the old par of exchange inspite 
of great war-time disturbances, there was absolutely no 
reason why in the case of India a higher par of exchange 
should be chosen. 

Critical eraluation of the Ratio controversy. 

The Ratio controversy engendered a great deal of heat 
and bitterness among the controversialists of both the 
aides, and it is only natural that in the heat of the debate 
sound economic principles were often forgotten or distor¬ 
ted. The most important question that had to be settled 
was whether rupee prices were a^usted to world prioM 
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at 1.9. (k/. The Majority of the Hilton Young Commissioiv 

^ .. .. . 

no doubt believed that such an adjustment had taken 
place^ but that belief was not based on indubitable facts. 
Index Numbers, as the Currency Commission admitted, 
are not an unreliable guide always and in the particular 
^♦ ase of I ndia, ^cy were even more unreliable because oT 
the imperfect method of their compilation. Moreover, the 
Commission had to admit that wages in the Cotton and in 
the Iron and Steel industry had not been adjuste d. Simi- 
Ihrly, the Commission coidd not prove the adjustment of 
agricultural wages. As regards contracts, the Commission 
had to take shelter under the questionable assumption that 
the bulk of the contracts came into existence during the 
l)eriod of exchange uncertainty following 1917 and us such 
would not be affected by the new ratio. But this assump¬ 
tion’was certainly a bold one and manifestly incorrect withi 
n^gard to many long-term obligations of the ryots and other 
classes. Again as regards land settlements , the Commis¬ 
sion held that the burden of land revenue had been 
lightened by the rise in prices during the war and the- 
Post-war t^riod and ns such the new rate would, not 
affect the agriculturists. Wc might, however, point out 
that it did not lie in the month of the Commission to seek 
to condone the concealed increase in the burden of the 
land-revenue, while condemning the concealed reduction* 
in wages which, in their opinion, the adoption of the Is 4d. 
ratio would have involved. Similarly, the Commission’s 
argument that the ls» 6d. ratio would help to stabilise the* 
Government’s budget^ as that would enable 4he Govern¬ 
ment to resist the p^ular clamour for increased salary,. 
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is somewhat irrelevant and unconvincing. The argument 
of supposed benefit to the low paid literate classes is 
similarly beside the point. 

If the Currency Commission’s advocacy of the Is. (xL 
ratio was not very 80 und» the popular case for Is, kL w as 
similarly presented in a so mewhat muddled fashio n. 
Too much seems to have becu made of the fact of the 
prevalence of Is. 4d, rate over a long period of time before 
1917. The protagonists conveniently forgot the various 
far-reaching iwice changes brought about by the war¬ 
time and Post-war disturbances. Againi they accused 
the Government of manipulating the exchange by means 
of currency contraction. If, however, their accusation is 
correct, certainly the case for l.s'. ik/. ratio becomes all 
the more strong. Indeed, if manipulation is a ten'ible 
crime, the Government was guilty of the same in 1898 for 
bringing into existence the l^r. id., which was now 
acclaimed to be the natural rate of exchange. There w as 
no pa rticular sanctit y attaching either to l.y . Ail, or Ijf. fid . 

"Ourconclusionis that the ratio question should not 
have been settled in such great haste. The Governmen t 
should have followed the policy of * masterly inactivit y’^ 
for some time longer, in order to allow a more complete 
adjustment to take place between the Indian and the 
world prices. It also appears that the Government was 
so mewhat unduly anxious to raise the rate of exchange 
th^ interest of the central budget and European 
commerce. This is certainly highly objectionable. If 
manipnlaj^on is at all justified in such matters, that 
manipulation should have been employed for the purpose^ 
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•of propping up the pre-war ratio of 1& 4d, A country's 
currency standard should generally be r^arded as the 
last thing to be altered by a legislative act, for the simple 
reason that the currency unit is the basis upon which all 


relations between debtors and creditors are determi ned. 
An altered ratio, whether in an upward or in a downw^ 
direction, is bound to affect adversely some interests or 
others, while conferring a wholly unmerited benefit ui)on 
some aoanr other class or classes. The Hilton Young 
Commission, therefore, must b(! charged with the guilt of 
having made a wanton and altogether arbitrary interfer¬ 
ence with our monetary standard and that too predomi- 
nently in the interests of the foreigners. 


nenci 

-The 


currency Act of 1927. 


The recomendations of the Hilton Young Commission 
as regards Indian monetary standard and the exchange 
ratio were fully accei>ted by the Government and were 
embodied in the Currency Act of 1927, 
y By that Act the ratio of Is. 6d. was established, subject 
.to certain minor deviations. The Government undertook 
to buy gold in unlimited quantities at the Bombay Mint 
at the rate of Rs. 21-3-10 per tola of fine gold, provided a 
minimum of 40 tolas flo os) was offered. Similarly, the 
Government undertook to sell gold at the Bombay Mint 
or at the option of the Government, sterling at London at 
4;he rate of Rs. 21-3-10. per tola of fine gold provided a 
minimum of at least 1,065 tolas (400 oz) was demanded. 
The Government selling rate for sterling was fixed at la. 
the difference being due to the cost of transportation 
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from Bombay to London^ Sovereigns and half-sovereigns 
were demonetizedf but the Government undertook to 
»Teceive these coins at all currency offices and treasuries at 
’the rate of Rs. 21-3-10 per \iola of fine gold or Rs. 13-5-4 
per full weight sovereign. 

The Currency Act of 1927 established fully the Sterlin g 
Exchange Standard^ though it authorise d the Govemm ent 
^ to establish the Gold Bullion Standard as well. This view 
appears to be the most correct description of the new 
situation created by the Act, as the Government could 
sell gold or sterling according to its own option. There 
was no compulsory obligation on th ^Government to s el^ 
gold i n unlimited quantities and as such it can not be 
pronounced to be a Gold Bullion Sta ndard^^PCTT AgaiiC 
Vthe fixation of a much higher minimum forsellihg gold 
than for buying gold, shows that the Government was 
more anxious to withdraw gold from the public than to 
satisfy the public demand for gold. The demonetization 
• of sovereigns and half sovereigns also points to the same 
conclusion. On the other hand, for the first time the 
Government undertook a statutory obligation .with regard 
to the sale of sterling. This hotch-potch Gold Bullion 
cum sterling exchange standard continued to function 
till September 21,1931. On September 20, Great Britain 
was forced off gold. On t he 21st September, the Governor 
Oeneral issued an ordinance suspending the operation of 
^the obligation to- sen g old or sterling. ^ Un the very same 
day, the Secretary of State announced the retention of the 
la. 6d. sterling ratio. On the 24th instant another ardi> 
.nance was promulgated whereby a controlled sterling 
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exchange standard was established, as it was declared 
that sterling hence forward would be sold not to all and 
sundry but to some recognised banks and for specific 
proposes. Thus the much-vaunted Gold Bullion Standard, 
re{)resenting the latest and the most refined conception 
of the Gold standard proper, which the Hilton Young 
Commission so solemnly recommended for India and 
which the Government of India so solemnly claimed to 
have established, vanished away like a ghost once it 
became known that Great Britain had been forced off gold. 
The factors that drove England from its moorings on gold 
did not oi)erate in India at all. If the Government ever- 
sincerely believed that India was enjoying the Gold 
Bullion Standard, there was no justification for the Govern- 
jnont’s hectic activities culminating in the withdrawal 
of the Government's obligation to sell gold at its option. 
The truth is that in the Government's mind India was 
never on gold standard proper. It was a sterling exchange 
standard which had all along been functioning, though 
after the enforcement of the Currency Act of 1927 it was 
camouflaged as a Gold Bullion Standard. The September 
crisis in England tore off the mask, and a great sincerity 
was restored as regards the Government's actual policy 
regarding our currency and exchange. 

IndUui Paper currency syslem in the 
Poet-war Period. 

Before passing on to a study of the developments follow- 
ing the crisis of September 1931, we shall for some tiipe- 
look backward and trace the history of our paper currency 
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system since the close of the Grreat war. We take up 
the thread from 1920 where we broke off in our previons 
study of the evolutiqn of our paper currency system. 

The Indiaii Paper Currency Amendment 
Act 1920. 

The above Act can be divided into two i)arts : ^r?mpo- 
mi'y provisions and •permanent provisions. 

Permamnt provisions, 

(a) The metallic reserve should be at least 50% of the 
total reserve. It should be noted that the Babiu(];ton 
Smith Committee recommended only 40% of the total 
reserve to be in the shape of coin or bullion. The higher 
percentage was justified on the ground of India's excep¬ 
tional cash requirements particularly in the busy agricul¬ 
tural season. 

(b) Except Rs. 20 crores worth of securities to Ik^ 
held in India, all other securities were to be held in 
England and were to be short-dated in character, their 
|)eriod of maturity not exceeding 12 months.. 

(c) Rs. 5 crores worth of notes could ht*. issued 
against discounted inland bills of exchange maturing 
-within 90 days. 

(d) The Secretary of State for India was not to hold 
more than £ 5 millions of gold in Liondon. 

Tramitory provitiont. 

It was not possible to give full effect to the recom- 
rniendations of the Smith Committee at once^ particularly 
•owing to the revaluation of gold and gold securities in the 
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Paper Currency Reserve necessitated by the adoption of 
new ratio of 2s* gold. The mettalic reserve* therefore^ 
could not be 50 per cent for some time. It was according* 
ly laid down that the invested portion of the reserve 
siiould stand at Rs. 85 crores. But even this amount 
o£ securities was not available as a large quantity of 
sterling securities had been sold to meet the obligations 
arising out of the sale of Reverse councils. Hence it waa 
decided that the Government of India should create some 
securities for that purpose which would be reduced and 
ultimately willed out and replaced by sterling securities' 
with the help of the profits of fresh coinage ; the interest 
on the securities in the Paper Currency Reserve* the 
interest on the securities in the Gold Standard Reserve 
when the latter fund exceeded £40 millions, and the 
interest on commercial bills of exchange deposited with 
the controller of currency as security for the temporary 
issue. Ill actual practice, however* the Finance Act of 
subsequent years diverted these sources of income to* 
revenue purposes owing to the Government’s general 
budgetary difficulties* although in 1921-22 the excess in 
the Gold Standard Reserve was utilised for the extinction, 
of the ad hoc securities. 

The Hilton Young Commiuion’s recommendations. 

The Hilton Young Commission recommended the* 
following far-reaching changes in the Indian Paper 
Currency Reserve* particularly because of its fundamental 
recommendation of the Gold Bullion Standard for 
India* 
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(a) There should be no obligation on the part o£ the< 
Government to convert notes into silver rupees which 
were little better than notes printed on silver. This would 
remove the danger from any subsequent rise in the price 
of silver. It would also save the Government from the^ 
expense of maintaining huge silver reserves in addition to 
gold reserves required by the adoption of the Gold Bullion^ 
standard. The Commission, however, laid down that the 
above rule us regards the convertibility of notes into gold 
bar rather than silver rupees should apply only to the new 
notes that would be issued and not to the old notes. The 
Commission also stressed the desirability of converting 
all notes into rupees if so required by the public At the 
same time, the Commission recommended the printing of 
onc-rutiee notes, which would be recognised as full legal 
tender, and not legally convertible into rui)ee coins. If 
would be a statutory obligation on the Currency Authority 
to convert all notes except one-rupee notes into notes of 
smaller denominations or rupees at the option of the said 
Authority. 

(b) SecofidlVt the Currency Commission recommended 
unification of the Paper Currency and Gold Standard 
reserves. These two Reserves had practically been 
utilised like a common fund and as such their separate 
designations were meaningless. Moreover, the Commission 
recommended the Proportional Reserve system in place of 
the existing fixed fiduciary reserve system. The minimum 
reserve in gold and gold securities was laid down as 40 
per cent, although the Currency Authority should try to 
maintain a reserve ratio of 50 to 60 per cent. The gold 
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iiolding flhould come to 20 per cent as soon as possible, 
and to 25 per cent within ten years. The Government 
was asked not to lose any opportunity for fortifying the 
gold reserves. At the same time, the silver reserves 
siiould be reduced over a period of ten years from Rs. 85 
crores to Rs. 25 crores. The remainder of the Reserve was 
to be kei)t in the shape of self-liquidating trade bills and 
Government of India securities. The amount of the 
securities was not to exceed the quantity of notes that was 
not likely to be withdrawn from circulation phis such an 
amount of securities the sale of which would not disturb 
the Government's credit. 

The currency Act of 1927 and after. 

The Currency Act of 1927 made Indian notes conver- 
' tible into gold bar or sterling at the option of the Govern- 
. meat, provided a fixed minimum quantity of notes was 

• offcnxl. The crisis of September 1931, however, removed 
tlic gold iNirity of the rupee and as such currency notes 
ceased to be convertible into gold. Since then notes are 
legally convertible into sterling and that too subject to 
certain restrictions. The establishment of the Reserve 
Bank of India in Aiiril 1935 has not made much altera¬ 
tions in this respect although the Reserve Bank is 
required to convert all notes into rupees pending the adop¬ 
tion of a more permanent mone^ry standard. The Reserve 
Bank, however, has been able to unify the Paper Currency 
and Gold Standard reserves. The Hilton Young Commi- 

• ssion's recommendation for the issue of one-rupee notes 
' with full legal tender power, however, has notryet been 
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^given effect to, largely owing to the lack of popular 
conHdence. (For further details regarding the present 
l)osition vide the chapter on Indian Banking system). 

Purchase of sterling by Public lender. 

In the pre-war period the main responsibility for trans¬ 
ferring funds from India to London lay with the Secretary 
of State for India. As we have already seen, the India 
Secretary used to sell Council Bills or Telegraphic Trans¬ 
fers in London for sterling offered in London, payable in 
■rupees in India. Thus by one stroke, so to say, the British 
debtors’ obligations to Indian creditors and the Govern¬ 
ment of India’s sterling obligations were cleared off. In 
1923-4, however, some alterations were introduced in the 
method of remittances. Weekly sales of Cotincil bills, of 
■course, continued, but the sale of Intermediaries at higher 
rates by the India Secretary was stopped. Instead, the 
Government of India began to purchase sterling from the 
Exchange Banks and other private financial houses 
through the agency of the Imperial Bank of India. This 
method was even more extensively applied «in 1924-25 
when the sale of Council Bills was abandoned as a princi- 
,pal method of remittances from India, Council Bills being 
sold only when there was a steady and continuous demand 
for them. In 1925-26 the sale of Council Bills did not take 
place at all. The Hilton Young Commission recommended 
the purchase of sterling by competitive public tender and 
the publication of the weekly retums of such purchases. 
That recommendation 'has been given effect to since April 
1927. Tenders are invited on one day in the week, 
38 
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iiHiially oti Wednesday, siiniiltaneoiisly in Calcutta^ 
Bombay, Madras, and Karachi and the amount allotted 
to each rate is inibliahod on the following day. Inter¬ 
mediaries are also on offer at those centres on the other 
days of the week at a rate 1 / 82 d. above the highest rate 
at which tenders were accepted on the previous day. 

I Ip to March 31,1935. the Imperial Bank of India was 
the agency through w'hich the Government of India pur¬ 
chased sterling. Since April 1,1935, however, the Reserve 
Bank of India has assumed sole responsibility in this 
matter. This now’ mctliod has generally b<'cn regarded 
as a distinct improv'cment on the old Council Bills system 
on the ground that the Government of India can secure 
bettor terms for the purchase of sterling, as extensive 
purchases may be restricted to those iwriods when the 
rate of exchange is favourable to India. At the same 
time, exchange may be prevented from rising beyond the 
fixed par. whenever there is an intense demand for rupees. 
The K xchaiige Banks are also benefited as they can- 
supply the necessarj' sterling for nipees in India out of 
their balances in the Bank of England. They replenish 
their sterling resources when the Indian Ex[)ort Bills 
(payable in sterling) they have discounted mature. Thus 
the exiwrt trade of India is financed and the Government 
of India’s sterling obligations are liquidated on favourable 
terms. 

On the other hand, however, it may be mentioned that 
this new method is as much liable to abuse as the old 
Council Bills system.' Sterling ndight be purchased at 
-Mtes less-favourable then what we could have obtained 
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if there was no anxiety to prevent the flow of gold into 
India, or if there was no anxiety to help British merchants 
and the Euroi)ean Exchange Banks. A truly nationalistic 
Reserve Bank may, of course, remove this possibility of 
manipulation. But India Is not on gold since the cstab- 
lishment of the Reser\’‘e Bank and as such we can not 

make any comment on this matter. 

Another criticism that has been levelled against the 

purchase of sterling in India may be summarised as 
follows : Since the demand for ruiJees com(*s from India’s 
foreign debtors, London, whicli is one of the world’s 
greatest monetary centres, is the most convenient place 
where the foreign demand for ruixjes exhibits itself in the 
most concentrated form. Accordingly, the purchase of 
sterling in India and at four distinct centres may not only 
inconvenience foreign merchants, but also may dei)rive 
India of the most favourable terms of exchange. The 
argument of iuconvonience, however, does not ap{Xiar to b(j 
very valid as foreign merchants discharge their obligations 
to India with the help of Exchange Banks which have 
proper establishments in India. Again, the importan(M> 
of liondon as a world’s monetary centre should not have 
much relevance to the present problem of remittances. 
Am India is normally a creditor country, it is only proper 
that our remittances abroad should be regulated in India 
and in the full light of publicity and by an Indian banking 
Authority. It>is a great gain to us tha^ the India Secre¬ 
tary, surrounded by British business and financial 
interest, is no longer in charge of the rate exchangd^. 
We thttdc; however,- th.at if tenders w^e invited intone 
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single centret preferably Bombay, better terms might 
have been secured. Under the present arrangement, the 
dotnarid for ru|)eeH shows itself in a dissipated form and 
and as such we may not get the best terms always. 

The linking of the Rupee to Ste rling . 

We have already noted elsewhere how during the crisis 
of September 1931 which forced England off gold, the 
Govcrnor-Ueneral at first issued an ordinance absolving 
the Government from the obligation to give either gold or 
sterling against ruiJecs, how the India Secretary announced 
his decision to maintain the existing rupee-sterling ratio, 
and how the Governor-General by a separate ordinance 
committed India to a controlled rupee-sterling exchange. 
Since then, although sterling has depreciat ed much in 
term s of gold, the riinee-sterling exchange ratio has been 
maintained a t IgJkL, We summarise below the jirincipal 
advantages claimed for this arrangement as well as the 

it. 

(1) As India has to discharge huge Home Charges 
every year and further as India has to raise sterling loans 
from time to time to repay old loans, it is only proper that 
the rupee should be linked to sterling. The abandonment 
of the link can only mean the exposing of the Government 
of Indian s budgft to the gamble in exchange. It will also 
be impossible fat India to raise loans in the London money 
market. 

(iO Indians trade with the United Eongdom and the 


principal/criticisms levelled against 



dvantages claimed. 
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remainder of the skrling bloc represents a considerable 
part of her total international trade. The linking of the 
rupee to sterling will safeguard at least this part of India’s 
foreign trade. 

(iii) As sterling has depreciated in terms of gold, the 
rni)ee has automatically depreciated to an equal extent 
thereby conferring a bounty on Indiari^ exports to the 
countries on the gold standard. 

(iv) Indian public opinion had demanded the restora¬ 
tion of the Iji'. 4d. gold ratio. That has been more than 
secured by the linking of the rupee to sterling at Is. (id. 

(i) Great Britain was forced off gold for reasons 
peculiar to her own economic conditions. There was 
absolutely no reason why India also should aKnUon the 
so-called Gold Bullion standard , although there was no 
particular strain on her exchange at the time. 

(ii) Even if the maintenance of the Gold Standard 
was no longer possible or desirable for India, there was n o 
reason why the rupee should have been linkedi>to sterling . 
The depreciation of the sterling from time to time was 
determined by Britain’s economic conditions. There was 
hardly any justification for thinking that what was good 
for Britain was also automatically good for India as well. 
The sterling exchange, if it conferred a bounty on Indian 
exports to the remaining gold standard countries* with 
which India had no considerable trade also constituted a 
large degree of Imperial Preference to Great Britain in the 
Indian market compared to the gold standard counts. 




59S 


INDIAN ECONOMICS 


Tima Indians import trade from the gold standar d 
roimtriea suffered for the benefit of British tradcra. 

(ii) If the rupee was under-valued in terras of gold, it 
was over-valued in terras of sterling, while the yen and 
some other currencies were under-valued in terms of 
sterling owing to their greater depreciation. Thus India’s 
export t rade with Japin and some other countrie s 
continued to sii fTer. 

(iv) Above all, India was deprived of the freedom to 
regulate her currency and exchange according to her own 
iudgraent and in the best interests of her own economic 
system. It was preposterous that the City of London 
should continue to dictate onr currency standard and 
exchange ratio in order to suit British interests. The 
India Secretary’s action clearly demonstrated, if any such 
demonstration was at all necessary, the hollowness of the 
Gold Bullion Standard so ostentatiously recommended by 
the Hilton Young Commission. The partnership between 
the rupee and the sterling since 1898 has always been a 
for<;ed one and has on many occasions proved to be a 
disastrous one too for India. It is a pity that there is no 
divorce. 

(v) Lastly, th e linking of the rupee to sterlincLhas 
been the most important factor responsible for a huge 
exporfbf g5ld out of Tndiiriirrecent times.^ 

The export of gold from India. 

The linking of the rupee to sterling since 1931 has been 
followed by an unexpected and even unprecedented pheno¬ 
menon of gold exports from India. The total value of 
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^exported gold stood at Rs. 274 crores in June 1936. Since 
the earliest days, India has been regartled as a sink for 
gold. It was only after September 1931 that the tide was 
reversed and India began to ex[mt gold on a large scale to 
the utmost relief of the Government of India and general 
rejoicings of the British Government. Indian nationalist 
opinion naturally stood aghast at this spectacle of gold 
outflow on an unprecedented scale at a time .when all other 
•countries of the world were trying their utmost to conserve 
and if possible, to increase their gold reserves. As a large 
quantity of this exported gold retaresented "distress** gold, 

gold dishoardings by private persons who wanted to 
replenish their private exchequer exhausted by prolonged 
trade depression and resultant unemployment, public 
opinion in India took an even more gloomy view of the 
new develoinnent. As London was the usual destination 
of our ex|)orted gold, many patriotic Indians thought that 
the rupee was linked to sterling with the deliberate object 
'ofdniining away India’s private gold reserve for the 
benefit of the London money market. Accordingly a huge 
clamour was raised both by public men and ^commercial 
bodies urging the prohibition of gold export and the State 
purchase of the private gold ofifered for sale on account of 
the higher rupee prices of gold. In making the last request, 
people could invoke the authority of the Hilton Young 
'Commission which had advised the Government to lose no 
opportunity to increase its stock of gold for the ultimate 
•establishment of a full-fledged gold standard. 

Tha official vimr 

The official attitude however, was one of the supreme 
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complacency. It was pointed out that gold was exiK>rtecD 
just because the rupee imce of gold had risen up following* 
the de[jreciation of the sterling and therefore of the rupee' 
compared to gold. It was perfectly natural that gold 
would be sold by all persons who had private gold hoard¬ 
ings in vew of the phenomenal rise in its price. Even if 
it was admitted that the great bulk of the gold represented' 
’‘distress*’ gold, certainly nobody seriously thought that 
the distress of the people could best be alleviated by 
declaring an embargo on gold export whereby the value of 
gold would be forcibly reduced. If London was the- 
general destination of our exported gold, that was because 
of London’s pre-eminence as a world market for gold. 
Moreover, the gold that was exported to London at tho 
first instance did not necessarily stay at London for a* 
long period of time, owing to the triangular nature oft 
international trade. It was preposterous that anybody 
thought of stopping the free outflow of gold imrticularly 
wiien gold was going out as a commodity on the import 
of which alone there was no proteotive duty or any other 
restriction in any country. It was regarded as a great 
blessing to India that an inert metal was at last converted, 
into useful currency which would go a long was towards 
the mitigation of monetary stringency in India. Moreover^, 
the outflow of gold took place at a time when India was 
faced with an unfavourable balance of accounts and as- 
such it was largely responsible for converting India into a 
creditor country from a debtor country, thereby making the 
rate of exchange favourable to ns. Anoth^ welcome con¬ 
sequence of our gold export was to increase the world’s- 
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stock of gold just at the moment when the world was ex* 
periencing a genuine shortage of the yellow metal. It seem¬ 
ed as if a new gold mine had been discovered to redresa 
the balance of the old gold mines which were exhibiting 
increasing niggardliness in the face of increased demand 
for the precious metal. Further as regards the (iroposal for* 
Governmental purchase of the private gold offered for sale, 
it was pointed out that the time was anything *but 
opportune. A high price of gold in terms of rupees was 
not the ideal time for the purchase of gold by the Govern¬ 
ment even for increasing our Currency reserve. 

Lastly, it was observed that inspite of huge gold 
ex|X)rts, there still remained a large quantity of gold iir 
private hands and as such the gold exports did not 
imply any considerable exhaustion of Indians total gold 
resources. 

Conclusion. 

Although we dp not accept in its entirety the- 
popular view that India's gold export was deliberately 
provoked by the Government by linking the rupee to 
sterling while sterling itself left its moorings on goldr 
we do not believe that the Government was fully 
justified in assuming its role of a smiling spectator 
while every week recorded the shipments of huge quan¬ 
tities of gold. The export of gold was not, as Professor 
Adarkar has explained it to be, a normal and legitimate- 
economic phenomenon occasioned by the fact that we have 
been off gold and that there have not been any restrictions 
on the import of gold in any country. England was also ofi^ 
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^r»ld, bat we have not heard of any such huge export of 
gold out of England. On the contrary, the Bank of England 
appears to have replenished its reserves of gold at India’s 
expense. Public opinion in India has always clamoured 
for a gold standiu^d with a gold ciin’ency and as the 
main obstacle to the fulfilment of that desire has been 
ropresested to be the difticnlty of iirocuring sufiicient 
quantities of gold, the Government of India should have 
purchased the dishoarded gold instead of allowing it to flow 
out to London. No great<u' inflation would have taken 
place if the Government dirtietly purchased gold instead of 
allowing foreigners to purchase it with sterling against 
wliich the Government had to release equivalent rupees 
and rupee notes owing to the obligation to maintain the ex- 
chango ratio. Again if gold was exi)orted as a simple com¬ 
modity, the U.S.A. and France, the only imiK>rtant coun¬ 
tries still resting on gold, rather than London should have 
been the destination of India’s gold. Professor Adarkar 
explains this fact by observing that the rupee was over¬ 
valued ill terms of gold relatively to sterling. If that was 
so, there was something wrong with the exchange ratio 
which in that case ought to have been abandoned. Again 
while admitting that the rupee was overvalued relatively 
to sterling. Professor Adarkar has failed to take note of the 
logical conclusion that India’s unfavourable balance of 
accounts in those years was largely due to that overvalua¬ 
tion, and that the export of gold on an unprecedented scale 
was the most fortunate event which enabled the Govern¬ 
ment to maintain the artificial exchange ratio. Thus the 
g old export was the symtom of a pathological development 
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in the country’s balance of international obligations uiid 
as such there was nothing to rejoice over. A truly 
nationalistic Government would never have sermonised 
over the benefits to India and the whole world that would 
follow from the free outflow of gold. On the contraryi it 
would have gone to the very root of the matter to find out 
the cause of India’s unfavourable balance of accounts for 
applying the rightful remedy. It is of course easy to 
understand that when, there is a great rise in the value of 
gold in terms of a depreciated currency, there shall be a 
rush for the sale of privately hoarded gold, whether out of 
distress or not. Less, easy, however, is it to understand 
why that gold should be allowed to go out of the country 
particularly if the home country has any desire to re¬ 
establish the gold standard in the future, or why should 
that gold migrate to another country based upon paper 
with whom the home country is linked by a fixed ratio. 

The recent development of the ratio controversy* 

The New York speculative boom of 1929 was a very 
limportant landmark in Post-war economic development. 
The Federal Reserve Bank of New york, in order to 
arrest the high speculative fever, raised the Bank Rate 
which had a drastic deflationary effect both in the U. 8.A. 
and abroad. There was a collapse in the American stock 
Exchange and a heavy fall in prices. On the other 
hand, the high Bank Rate in the U. 8. A. resulted not 
only in a withdrawal of American funds invested in 
Europe but also in a virtual flight of capital from 
several European countries. Accordingly, European 
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Central Banks raised up their own Bank rates whick 
iiad the effect of reducing their own price-levels to an 
unprecedented extent. Thus the world economic depres¬ 
sion began. All important countries except the U. S. A. 
and France, were virtually forced to abandon the 
Gold Standard. It was ex[Jccted that in a pa|)cr n^gime 
prices would gradually look up. But that exi^ctation 
was doomed to di8ap[)ointtnent. The downward move¬ 
ment of {urices both of manufactured and of agricultural 
goods continued, although prices were higher in the 
'*pai)cr bloc” than in the “gold bloc*. To meet the new 
competition from the countries on depreciating paper^ 
the U. S. A, inspite of its huge stock of gold, abandoned 
the Gold standard for some time aud then restored it on a 
devalued basis, the duller being devalued by nearly 40%. 
France alone bravely pulled on chiefly because the Post¬ 
war franc was itself a devalued franc. Ultimatelyr 
however^ France had to devalue lier franc much further, 
before equilibrium could be restored in her balance of 
foreign indebtedness. Afterwards a Tripartite Monetary^ 
Agreement was signed between England, France and the 
IJ. 8. A. whereby relative exchange stability has been* 
achieved between sterling, dollar and franc. 

Such then is the general back-ground against which 
we must place the problem of devaluation of the Indiaiv 
pupe^ 

7m cate for devaluation. 

Since 1931 the Government of India had to effect 
much contraction of currency owing to the flight of capital 
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from India caused by the world economic crisis in general, 
■and the political crisis in India in particular. This 
•contraction was effected by the raising of the Imperial 
Bank Rate, by the sale of Treasury Bills as well as 
by a partial withdrawal of rupee circulation in India. 
Inspite of these drastic steps, the Home Charges had to 
be met by transference of sterling from the Indian Paper 
'Currencey Reserve in London to the Treasury balance of 
ithe Secretary of State for India us well as by fresh 
sterling loans. All these show that the Is. 6d. ratio was 
no longer the normal ratio, even if it ever had been so, 
in view of the altered circumstances all the world over. 

(2) The huge gold exports from India since England 
abandoned the Gold standard and India was linked to 
sterling, whereby it has been possible to maintain the 
•existing exchange rate, also indicate the highly unsatis* 
factory character of the existing exchange ratio. The 
disappearance of our normal export surplus must be due 
to the over-valuation of the rupee. It is therefore imper¬ 
ative that the rupee should be devalued at the earliest 
possible moment so that India might regain her lost 
foreign markets whereby alone we can restore the normal 
basis of our international economic relationships. 

The cate againet devaluation* 

(1) While Indian commercial opinion has been cla- 
anouring for devaluation, the Government spokesmen 
maintain that no case has been made out for a redaction 
of the exchange ratio. In the first place, the rupee has 
already been devalued along with the gradual deprecia* 
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tioti of the Hterlint;, so that Is. 6d. sterling today means 
an even lower value than the old Is. 4d. gold which was 
formerly claimed to the natural exchange value of the 
rupee. 

(2) Secondly, the extra-ordinary currency and credit 
contraction effected by tiie Government of India as well 
as fresh borrowings in the London money market, by na 
m<‘ans indi<;ate any fundamental disparity between the 
extcj^nal and internal values of the rui>cc. They are of 
the nature of emergency measures which evorj’ country 
has to adopt in times of extra-ordinary difficulty. Had 
tlu^re been an independent Central Bank in India, it 
would have followed the same line of action and then* 
would not have betm any public disapproval. It was 
bt^cause of the Government’s peculiar iwsition as the 
Currency Authority and as the greatest ojx^rator in the 
foreign exchange market that public misunderstanding 
had been aroused. It was also {lointed out that the 
Government had to resort to extraordinary measures 
during 1907-8 in order to maintain the Is. 4d. ratio, but 
nobody had then thought it fit to accuse the Government 
of manipulation 

(3) Lastly, as regards Gold Plxports, we have already 
seen, how the Government explained the phenomenon as a 
IXirfectly natural and desirable economic phenomenon 
which was due to the simple fact that we were off gold. 
The Exchange rate as such had nothing to do with it. 
Concluding obtenrations. 

It is difficult to resist the impression that both the- 
chnmiaons and opponents of devaluation were actnated 
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more by bias and pre-conceived notions than by calm^ 
economic considerations. The shrinking foreign trade of 
India as well as the unprecedented gold exports were only 
too easily regarded as proof positive of the over-valuation^ 
of the rnpee by the devaluationists. The Government, on 
the other hand, was infinitely relieved when tlio private 
cxix»rt of gold managed the remittance of the Home 
Charges at the favourable rate of Is. 6d. It is ditiicult to 
believe that the Government would have felt so much 
enthusiasm for the Is. fid. ratio if there had not been any 
private export of gold to maintain the exchange. 

Over-valuation means a higher external value of a 
country's currency during any given period comimrcd to 
its internal value. 

It can be ascertained only with reference to u previous 
l)criod when the e.xternal and the internal values were in 
c(piilibrium. The extent of over-valuation can b(^ measur¬ 
ed by the difference in the percentage rise in the external 
value compared to the average internal value. In the 
case of India that equilibrium [leriod may be said to have 
prevailed, say, during 19J16-29 when trade, prodbetiou and 
other eeonomic activities were more or less normal. 

Now the best way of measuring changes in the internal 
value of the rupee is by noting the changes in the con¬ 
sumption Index Number. But in the case of India there 
is ho such Index Number, the Bombay cost of living 
Index Ntthiber being a very cnidc approximation thereto. 
Dr. fi. Sinha in a learned article has advocated reliance- 
on the Calcutta Wholesale Index Number for obr purpose 
iri the absence of a satisfactory Consumption ludet 
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?fumber. We, however, do not think that such reliance 
can be very much useful for our present purpose. The 
prices of wholesale international goods too clearly reflect 
^he influence of the exchange rate and as such can not 
indicate the diflerence between the internal and external 
value of a country's currency. Indeed, this is the main 
reason why Keynes rejected Gassers Purchasing Power 
Parity theory of foreign exchange. We shall, therefore, 
rely on a combination of the Calcutta wholesale Index 
Number and the Bombay cost of living Index Number 
for our present puri)ose, bearing in mind all the time the 
^nsatisfactoriness of the method. Now from 1926-29 to 
1935-36 the Calcutta wholesale price Index Number fell 
from 146 to 91. i.e., by 38*^ approximately. During the 
•same period, the Bombay cost of living Index Number 
fell from 151 to 102. i. c. by 32% roughly. Indias internal 
inices therefore fell roughly by 35%. During the same 
period, the external value of the rupee in terms of 
commodities and services rose by 40% in the gold bloc 
and by 32% in the sterling bloc. The rupee was there¬ 
fore over-valued to the extent of 5% in terms of gold, and 
under-valued in terms of sterling to the extent of 3%. 
It was also over-valued in terms of ym and some other 
depreciating currencies. From the above calculation, the 
case for devaluation does not appear to be very strong. 
But we must remember the unsatiafactorineas of our 
method. Moreoveri if we compare the trends of our import 
and export prices daring the same period, we find that 
import prices were on the whole appreciably higher than 
tthe export iKices. Although high import prices were to 
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‘^some extent due to the imposition of protective duties, 
while the Index Number of export prices did not include 
high priced gold export, there is some presumption that 
the rupee was slightly over-valued. But in that case if 
the rupee is to be devalued, there is no question of restor¬ 
ing the 1.;. id. Much waters have flowed down the Ganges 
since the 1 a’. id. ratio has been dethroned. If, on impartial 
examination, the rupee is found to be overvalued generally 
as it clearly is in terms of qold and (fetiy it slioiild be 
devalued just to the extent that is necessary for restoring 
the parity between its internal and external value. After 
all, we must remember that when a new and arbitrary rate 
•of exchange is adopted, its unhealthy cflfects are felt more 
in the beginning than later on. With the process of time 
adjustment gradually takes place, so that after some lapse 
of time, the case for its alteration altogether disappears, 
[n 1931 there was a strong case for a revaluation of the 
Indian rupee in view of the catastrophic fall in world 
prices. But the rupee was made to share the fate of sterl¬ 
ing for political reasons. In 1938 it is more probable that 
rupee prices have been adjusted to sterling ibices. But 
sterling is paper and as such may be altered in value any 
moment. It is, therefore, highly desirable that the rupee 
should not be linked to a foreign paper currency, but 
should be adjusted to the world prices in its own way. 
Devaluation, therefore, should not mean a return to Is. id, 
sterling, but to a convenient parity with gold. 

Fiitare of Indian Cnmncy 
The Reserve Bank Act of 1984 imposes upon the 
^Reserve Bank of India the obligation of deciding the 
39 



HIO INDIAN ECONOMICS 

future monetary standard for India once the world'a 
currency situation becomes more stable and hopeful 
Wo propose to indicate here some of the chief considera¬ 
tions which should guide our choice of the monetary 
standard. 

In the first place, the e 2 :isting link with sterling has got 
to go. The sterling-erchange standard which has been 
virtually functioning in India since 1H98 with some 
9 years’ break has proved to be highly unsatisfactory in 
character. It gave us a currency wliich is neither elastic 
nor automatic, nor safe nor readily intelligible. It has 
boon maintained primarily in the interest of British 
commerce and for the sake of the easy payment of tlie 
Home Ciiargcs. It has also been a very valuable instru¬ 
ment for locking up our gold in the London money market. 
A free India, therefore, can not bless it for a moment. 

If the sterling-exchange standard is to be rejected, the 
only alternative is somo form of the gold standard or a 
managed paiier currency standard. A cent per cent 
imper currency, properly managed, is, of course, ideally 
the best. But it requires absolute honesty on the part of 
the Monetary Authority as well as a fairly high standard, 
of average intelligence in the minds of the masses. In the 
case of India tor some time we can be sure of neither. 
Hence we must have some form of gold standard. At the 
same time, however, in view of the world shortage of gold, 
we can not have the luxury of a gold currency. The rupee 
must function as our monetary unit and it is highly 
desirable to popularise one-rupee notes among the masses.. 
On the other hand, there must be an adequate quantity of 
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gold reserve in the Reserve Bank of India which should 
be available for making foreign payments whenever 
necessary. The elasticity of the currency system* of course, 
will have to be secured not by the unlimited purchase and 
sale of gold at^ a 6xed price, but by experimental methods 
based upon adequate statistical data. 

If, however, popular confidence in such a highly 
rational system is found to be lacking, the actual circula¬ 
tion of gold coins should be permitted for some time, but 
the necessary gold should be supplied by the public and 
not by the Monetary Authority. 

Internally the rupee should not be convertible into gold, 
but for external purposes it should have a fixed gold value. 
At the same time, attempts should be made to stabilise 
the purchasing power of money itself by reference to a 
carefully compiled Consumption Index Number. 

The monetary standard outlined above is not very 
difficult to establish provided there is a real determination 
on the part of the Indian public in general and of the 
Monetary Authority in particular to have a scientific 
currency system. The only conditions precedent to such 
a happy fulfilment are absolute freedom from the domina¬ 
tion of the London money market and some amount of 
educative propaganda among the masses. Above ell, the 
Reserve Bank of India must be bold enough to shake off 
the old conservative notions of a sound currency system 
in order to strike out into new and even forbidden ' paths' 
for fulfilling all genuine currency requirements of the 
pnUic. 
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THE INDIAN BANKING SYSTEM 

HUtorical Retrospect 

Money-lendiog business in India is almost as old as the 
Big- vcdic Civilisation, thougii wo know very little about 
its methods and importance. It is only from 500 B.C. 
onwards that we hear more and more of bunkers or 
Sfeathins who wore found in all imiiortant trade centres. 
The Buddhist literature is full of references to such 
Sresthuis. The latter were organized into iwwerful guilds 
Mrluch played a very imt)ortant part in the communal life of 
those days. Those bankers used to lend money to traders, 
merchants and even to kings whenever the latter were in 
financial diificulties against the pledge of movable or 
immovable (iroperty or personal security. 

In Kaiitilya’s Arthashastra we get detailed regulations 
as regards the rate of interest that might be legally charged 
from diflPerent types of borrowers. For loans given against 
some form of security the maximum was 50%^ while the 
maximum for unsecured loans was 60%. The Dkarma 
Shasifcis also laid down that the rates of interest should 
vary according to the caste of the borrower and that only 
Vaishyas could take up banking as their profession. 

, Jj(^om the 12th century onwards, himdis or inland bills 
of exchange became widely used in India. Indigenous 
bankers not only helped to finance India’s internal trade; 



INDIAN BANKING BVSTEM <611$ 

they also financed India's foreign trade. The relationa 
between the rulers and the bankers were very close, 
though in the days of the decline of the Moghul rule in 
India, the rapacious rulers did not always keep faith with 
the bankers. Besides the usual functions of money-lend¬ 
ing proper, the bankers of the Moghul period had also Ao 
do the profitable business of money-changing, thanks io 
the large number of coins both gold and silver, whicli 
circulated in the different parts of India. 

It is interesting to note the parallelism between Indian 
and European banking in medieval days. In both cases, 
we find the concentration of wealth in the hands of a few 
bankers upon whom depended both the traders, merchant- 
adventurers and even princes. The position of the Jagat- 
Seths (or world bankers) in India bore a close resemblance 
to that of the Rothschilds in England. 

% 

Indian Banking in the days of the Company 

The English Agency Houses. 

In the earlier days, the East India Company utilised as 
best as it could the services of the indigenous bankers 
from whom it borrowed funds, and who were even partly 
employed for raising land revenue. The British traders, 
however, experienced great difficulties owing to jtheir 
ignorance of the language of the indigenous bankers and 
also owing to the latter's ignorance of their methods .of 
trade. Hence the English Agency Houses in Calcutta and 
Bombay began to conduct banking business in addition Ao 
their ordinary commercial transactions. But it must be 
acknowledged in fairness to the early English traders that 
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they successfully prevented the establishment in India of 
banks on western lines for a considerable period, on the 
ground that the Agency Houses and the indigenous 
bankers were more suited to the banking requirements of 
the country. The English Agency Houses served for some 
time as bankers to the East India Company, the civil 
servants and the European merchants. They possessed 
no capital of their own and depended almost entirely on 
their deposits. They also issued paper money. Soon, 

' however, it was apparent that the Agency Houses could 
not satisfy the growing banking requirements of Euro{}ean 
merchants in whose interests joint stock banks had to be 
established. 

Earliest Joint Stock Banks. 

The first Joint Stock Bank established in India was 
the Hindustan Bank. It was founded in 1770 by one 
of the Agency Houses in Calcutta and its business was 
mainly connected with these Houses. This bank went into 
liquidation in 1832. About 17^5 t(W 0 more banks, namely 
the Bengal Bank and the General Bank of India were 
established. Both these banks had a rather limited 
career. 

The next phase of Indian banking history was con¬ 
nected with the establishment of the so-called Presidency 
Banks of Bengal, Bombay and Madras. The Bank of 
Bengal was the first to be established in 1806 under the 
nkme of the Bank of Calcutta. It became the Chartered 
Bank of Bengal in 1809. One fifth of its capital was 
subscribed by the East India Company which thereby 
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obtained the right to appoint three of its directors. A 
oivil servant was appointed as its secretary. The Bank 
conducted the Company’s Treasury Bills. Its maximum 
rate of interest was 6xed at 12%. In 1823 it obtained 
the right of note-issue. In 1839 it was allowed to open 
branches and to deal in inland exchange but not in foreign 
exchange. 

In 1840 the Bank of Bombay was established and in 
1843 the Bank of Madras. A portion of their shares was 
purchased by the East India Company which thus earned 
the right to appoint some of their directors as well as the 
secretary and the treasurer. They were also granted the 
right of note-issue though within some limits. All of 
them had the monopoly of Government Banking. In 
1862, however, the right of note-issue was taken away 
from all the Presidency Banks, though as comt)enBation 
they were given the use of Government balances in the 
Presidency towns free of any charge. 

The Bank of Bombay, however, soon entered upon 
foul weather following its participation in the wild cotton 
speculation of 1862-65 which was mainly duejto the Ame¬ 
rican civil war. It collapsed in 1868, though a new bank 
with the same title was set up almost immediately. 

The failure of the Bombay Bank led the Company’s 
Government to impose some farther restrictions on the 
activities of all these Presidency Banks. Accordingly, 
the Presidency Banks Act was passed. The Presidency 
Banks were prohibited from dealing in foreign exchange 
and from foreign borrowing. They conld not grant loans 
lor more than 6 months on the secority of immovaUe 
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property. They, however, retained the monoiwly of Goveni- 
mcnt Baiikinir. 

The Presidency Bunks, though they fulfilled their 
imrposc to some extent, could not satisfy the need for a 
true Central Bank which came to be felt to an increasing 
extent. Fora long time there were talks, discussions, 
resolutions, memoranda etc. on the subject of the amalga¬ 
mation of all the Presidency Banks for the puriwse of 
creating a Central Bank for India verms the proi^osal of 
of a fmn-nmv Centnil Bank. At last in 1920 the policy of 
amalgamation achieved victory and the throe Presidency 
Banks of India were amalgamated into the lmi)erial Bank 
of India. 

The Imperial Bank of India. 

The Imperial Bank at the time of its iiiee{)tion was not 
a full-fledged Central Bank, but it was intended to de¬ 
velop into one such. In 19215, however, the Indian Cur¬ 
rency Commission recommended the establishment of a* 
separate Central Bank to be known as the Reserve Bank 
of India, while the Imperial Bank was to remain as a Wg 
commercial bank divested of nil its central banking 
activities. 

The Reserve Bank of India- 

That recommendation has been accepted and since 
1935 the Rescr\*c Bank of India has been functioning at 
live centres, namely, Calcutta, Bombay, Madras, Delhi 

V 

and Rangoon. This is the culminating point Of banking 
development in India. So, at last, Indian banks and 
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banking activities have found a co-ordinating central^ 
home whicht however imperfect in its arrangement and 
however unsympathetic, as some may be tempted to say,' 
in its actual working, lias nonetheless satisfied a long-felt 
want and is full of possibilities for the future of the 
Indian banking system. 

We shall now proceed to a somewhat detaihul study 
of the different constituent eleineuts of Indian banking. 


Indigenom Banking. 



In our study of Rural Indebtcdnes.s we have already 
referred to the vast amount of money-lending business 
which is carried on by Indian money-lenders and the 
so-called indigenous bankers. In the villages where most 
i)eople are either peasants or ordinar>' artisans, the Indian 
money-lender is the only fount of credit in as nnicli us 
it is not possible for the ordinary commercial banks to- 
advance loans to them on account of their lack of credit, 
their illiteracy, and their scattered existence. The loans 
advanced by the money-lenders are either for short or for 
intermediate or for long terms. In the firstf case, no 
security is usually demanded, a high rate of interest and 
the threat of physical violence being considered to be a 
sufficient remedy for the risk of non-payment. For long 
period loans, the security of house, land or ornament is 
usually insisted on. 

Indi genous money-lenders^ however, should be distin¬ 
gu ished from indigenonB bankers proper. For, whereas 
'TGTiatter receive deposits or deal in hund is, th e former 
donctdoHibnioney-lenders of course, sometimes use 
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funds temporarily deposited with them for safe custody, 
but this is too rare and uncertain an event, 
while indigenous bankers^ financ e trade and industr y, the 
money-len ders fin^ce consumption primarily. Thirdly, 
indiger ^R b ankers are more vigila nt about the t mrtids ^ 
of any p articular loan than the money-lenders . Ladly, 
repayment is more punctual and the rate of intf^itts 
generally lower in the case oE indigenous binking than in 
'the case o! money-lending proper. On the otlier hand, 
Indigenous money-lenders and bankers are alike in, that, 
both arc disorgan ized, both are^scattered and ubiquitous, 
and both are adapt ed to the di fferent traditions, habits, 
-custorns and needs of the people. 

Indigenou s money-lenders again may be classified 
under two headu—professional and non-professional. The 
profe ssional money -lender”^ generally known as Bnnia, 
Sowcar or Mahajjui, while the non-professional money 
lenders may be land- owners , well-to-do ag ri culturi sts. 
merchan ts, ple aders, pe nsioners , jobbers, Sarda rs and 
even priests and widows . Again, among the professional 
money-lenders some arc itinerant like the Pathans and 
Kabulis in most parts of the country, Rohillas in the C. P., 
Qistwals and Tharakkars in the U. P., and Qossams and 
Nagas in Bihar and Orissa, who supply credit to poor 
*'' labourers, factory workers, menials, peons and low-i)aid 
clerks who cannot obtain credit elsewhere. These people 
are notorious not only for their exorbitant rates of interest 
but also for their tenacity and rough methods whereby 
;ihey secure repayment. 

The non-professional money-lender, especially when he 



HTDIAK BANKING SYSTEM 


619 


happens to be a land-lord or a trader, is generally better 
placed than his professional brethren in the matter of 
securing repayments. The land-lord money-lenders are 
especially most dangerous as they get a double hold over 
their tenant-borrowers who have to pay both rent and 
interest and as such are likely to fall into .arrears as 
regards either of these obligations thereby affording the 
necessary pretext for their ejectment from land. 

The Indian money-lenders are notorious not only for 
their cruel exactions, but also for their dishonest prac¬ 
tices. Not infrequently, they demand advance interests, 
pi'eseuts etc. from the borrowers and in some cases they do 
not even hesitate to manipulate accounts whereby a 
borrower is made to appear to have borrowed a sum much 
larger than what he actually borrowed. In brief, tin; 
Indian money-lender fully deserves the ap[}cllation of tlxi 
village Shylock which Sir Daniel Hamilton has given him, 
although we recognise his indispensability in the present 
rural economy of India. 

Recent measures for checking the moneylenders. 

Before concluding this subject, however, wo may 
mention that in recent times, thanks to vigorous public 
agitation, the position of the money-lender is becoming less 
and less dangerous. As early as 1879 the Deccan / 
Agriculturists’ Relief Act was passed which, as amended 
in 1907 , enables the Courts to go behind the contracts 
between money-lenders and agriculturists and to modify 
them in favour of the latter by reducing an unreasonable 
rate of interest, granting facilities for repayment by instal- 
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meats and by preventing the sale of land unless speciBcally 
pledged as security. The Punjab Land Alienation Acts^ 
tfie Usurious Loans Act and the Civil Procedure Code, all 
these l^ve increased the difficulties of the money-lenders. 

Still more recently, the Punjab Regulation of ^counts 
Act of 19»30 , the Bengal Mon'^^&raderiTA^ tEe 

U. P. Agricuilturists^ JRcfief Act of 1934 and the Madras 

nSitors* Protcefion Act^1934, have been passed for the 

- -- 11 — ---- 

protection of the borrowers. Briefly speaking, the Punjab 
Act comi)els money-lenders to maintain a separate account 
for each debtor in the prescribed way, showing the date 
and the iirincipal of the loan, the rate of interest, the 
amount and the date of every repayment, and to furnish 
every debtor half-yearly with a statement of account show¬ 
ing the amount of the loan outstanding and all transactions 
relating to it. 

The Bengal Act provides that (1) where in any suit in 
res|)ect of tiny loan given by a money-lender, it is found 
that the interest charged exceeds 15 and 25% per annum 
for a secured and an unseenred loan rcs|)cctively,the Court 
shall, until the contrary is proved, presume for the purpose 
of the usurious Loans Act that the interest is excessive, 
(2) that where in any suit in respect of a loan it is found 
that the arrears of interest are larger than the principal of 
the loan, the Court shall ordinarily limit the amount of 
such interest recoverable to an amount equal to the 
principal of the loan; (3) that no money-lender shall 
recover by suit interest at a rate exceeding 10% per annum 
in respect of any loan given under a contract which 
provides for the payment of compound interest. 
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The U. P. Act similarly lays down that (1) no loan 
taken by an ogricaltarist after the Act comes into force 
shall bear interest at a rate higher than the rate prescribed 
by the Local Government at the time when the loan was 
taken ; and similar other provisions. 

The prospects of the money-lending business have become 
still more reduced owing to the activities of Debt Concilia¬ 
tion Boards and of even more drastic legislation passed or 
proposed since the inauguration of Provincial Autonomy 
specially in some of the Congress provinces. On our part, 
while we welcome any measure that is calculated to lighten 
the burden of indebtedness on the poor (jeasants, labourers 
and artisans, we can not, however, help feeling some 
apprehensions that too drastic steps of an expropriatory 
character might ultimately dry up the most important 
source of rural credit available in India at present, which 
will be nothing short of a national calamity. Hence, until 
Co-operative finance becomes cheap and abundant, tho 
money-lender should be given sufficient inducement for his 
existence, although his wings of mischief should be clipped. 
The true line of reform, short of a complete economic 
transformation of the country along socialist lines, seems to 
lie through the education and regulation of the money¬ 
lender rather than his complete elimination. In this con¬ 
nection, we fully endorse tho proposal of the Central Bank¬ 
ing Inquiry Committee that legislation should be {lassed 
•compelling all money-lenders to obtain licences from Govern¬ 
ment as otherwise the objectionaUe practices of unsem- 
pulous money-lenders can not be eliminated for the benefit 
•of the masses. The terms for the licence should be tbe res- 
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triction of the maximum rate of iuterest, more business-like 
methods such as the keetnng up of accounts to be examined 
l)criodicnlly by Government auditors, keeping a separate 
account for each individual borrower and supplying a copy 
of it to him periodically, giving receipts to all borrowers 
for repayment, and lastly, if compound interest is charged, 
the i)eriod of compound interest rate must not be less than 
a year. Several Provincial Inquiry Committees, as well as 
Mr. Subhedar, of course, have recommended only volun- 
ttiry registrations both on grounds of practicability and of 
oxi)ediency, but wo do not anticipate any such deterrent 
effects on money-lending activities, nor do we believe that 
evasion c:in not be checked if a determined effort is made 
in that direction. These licensed money-lenders should be 
given some special privileges such as easy recovery of 
loans, advances from the Reserve Bank and easy remit¬ 
tance facilities. 

^'’o long as the licensing system can not bo given full 
effect to, steps should be taken to reduce the hardships 
experienced by honest money-lenders in recovering their 
dues, to induce money-lenders to join co-operative societies 
on condition that they do not lend privately to the 
luombors of those societies, to entrust selected money¬ 
lenders with the agency functions of joint-stock banks and 
to transform them gradnally into regular branches of the 
banka with the gradual development of business. The 
German *^KommandiV* system whereby one or more persons 
manage the Company, and are personally liable to the 
creditors of the Company, although they do not hold any 
shares of the Company, may, if adopted, commend itself 
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much to Indian money-lenders who will thus form them¬ 
selves into Joint-stock banks in which they will retain an 
independent position justified by their local knowledgCr 
experience and personal ability. 

Secondly, in order to eliminate th(» malpractices of 
money-lenderSi legislations on the lines of the L^unjabi 
Bengal, U. P., aud Madras Acts referred to above, should 
be passed in all the provinces. Additional measures on 
the lines of the English Money-lenders Act should be 
passed, preventing money-lenders from levying any charges 
for exiH^nses relating to the grant of loans, and increasing 
interest on account of a default in payment, and prohibit¬ 
ing the enforcement of contracts for the repayment of 
loans, unless specific iJrovisions to that efifect were made at 
the time of the original loan transaction. Itinerant inoney- 
Icndcrs like the Kabuliwallas should also be prosecuted or 
detK)rted whenever they may bo found to be exercising or 
threatening to exercise physical violence. Above all, 
extensive propaganda should be made explaining the legal 
protection enjoyed by borrowers among the illiterate people 
who may not otherwise realise their altered status. 

Indigenouf Bankers. 

We have already drawn a somewhat blurred line of 
distinction between money-lenders and indigenous bankers 
proper and hence we need not define again the connota¬ 
tion of indigenous banking. 

Generally speaking, indigenoos banking is purely a 
family business conducted'along hene^tary caste basis. 
The Jains, the Marwaris, the Cheltis, the Khatris, and thn 
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Siknrpuri Mnltania are the principal castes engaged in 
indigenous banking in the different parts of India. 

Indigenous bankers may be classified under two head s 
according to different principles : (1) those t h at ar e urban 
and those that are niraU ^ those whose main busin ess 
is banking with trading ns a rmnor s^sifery, and those 
whose main bnsincssjs trading wjth banking as a minor 
fluBsidiary ; (3) those whose methods_.are antiquated and 
IRose who are gradually taking to mo der n methods. 

These indigenous ban ker s are still responsibl eiorlho 
largest amount of banking credit ayajlabkMn this c o untrY i, 
They discount agricultural paper and hundi bills dealing 
with internal trade. Their hn.siness method is not 
generally very u|)-to-date and thus they lend more on 
personal credit than against what can be regarded as 
first class bills or security. Their popularity and wide¬ 
spread business are also largely due to their rclativicly 
elastic and informal methods. Some of these bankers 
have also offices and branches in several parts of the 
country and specially in all the important trade centres. 
Again, though their activities are quite independent some 
of them are organised into guilds or associations of 
ancient origin, the main function of which is to settle their 
disputes. It would have been better if these associations 
could be utilised for the purpose of disseminating useful 
information bearing on the credit of distant clients and of 
enunciating a uniform policy for tho members. These 
indigenons bankers hardly receive any formal banking 
education. They rely more on experience and family 
* tradition. Their establiehments are small and econoraioal. 
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Their close touch with and personal knowledge of their 
clients enables them to advance loans more readily than 
ordinary commercial banks can do. They receive dc()08itB 
from the public either on current account or for fixed 
termS) and pav interest on them at rates varying bdlween 3 
and 9%. As they seldom fail to make payments whenever 
demandedf they enjoy a high amount of prestige and esteem 
among thcii clients. Some of these bankers, esixicially the 
Mnltauis and the Marwarist rely more on their own 
resources than on public deposits. In times of emergencies 
these indigenous bankers also borrow funds eithcM* from 
the Imi)erinl Bank or from one another. 

They seldom finance agricultural operations directly, 
but only thwai^ locaTFehners and traders. More gcru'ral^, 
they fin^ce internaT trade and small industries, while 
.^mc of them keep a portion of their funds on deiiosit for 
fixed terms with textile mills. The principal meihds by 
wlilch these indigenous bankers lend money may be 
enianerated as follows :— 

V^(a) One of their usual methods is to lend money on 

written demand promissory notes which in the t^asc of the 

* 

larger loans have to be attested by sureties^ 

(b) A second method is to obtain receipts signed by 
the borrowers acknowledging the loans and stating the 
agreed rate of interest, in place of the promissory notes. 

(c) A Ihifd method is to give advances against bonds 
written out on stamped legal forms, which state all the 
conditions of the loans in detail * 

(d) A fourth method is to make the borrowers put down 
diheir signatures in the bankers’ books to which stamps 

40 
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linve to be affixed, undertakinj! to repay the loans, bat the* 
conditions of the loans are left to verbal agreement. 

(e) A fifth method is to lend on the mortgage of land, 
houses, and other property. 

(f) ! Finally, the indigenous bankers draw and discount- 
hundi», i.(^ indigenous bills of exchange, j These hundis 
are Danhani or mnddaii, i.e. demand or usance bills, the 
latter being payable after a certain period mentioned in 
the hundis. Secondly, th(‘s(‘ hundis are either dhanijog ■ 
or sahjog, i.e. in cashing the latter, the banker is to make 
sure that the inresenter is entitled to payment, while he 
has no such responsibility in the former case. 

Thirdly, the hundis an? dekhanhar or firmanjog, i.e, 
ixiyablc to bearer or order. 

Finally, the hundis are either finance bills or trade 
hills. Finance bills are drawn by merchants who need 
money on the indigenous bankers’ agents. 6rms or others 
with whom arrangements have been made beforehand, or 
they may be drawn as a convenient form of remittance of 
money from one place to another. Trade bills, on the 
other hand, arc drawn against produce or goods. 

The rate at which hundis are discounted by indigen¬ 
ous bankers is known as the Bazaar rate, which varies 
between 4 and 14% according to the pressure of business 
and the nature of the season. Even in the same period, 
the hundi rate may differ in different markets, on account 
of the virtual immobility of the bankers’ funds. 

The present position of indigenons benkers. 

Indigenous banking, thongh even now it occupies the- 
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foremost position in the banking system oE the country, is 
now passing through a period oE decline on account of a 
variety of causes. It is finding it difficult to compete 
with the Imperial iSahk in remittance, with the do- 
operaMve bankr in deposits, and with the Joint-stock 
banks .in. advances. It "'is thus losing business all 


along the front. The heavy stamp duty on hundis 
has also had a restrictive effect on the hundi business. 
Again the legal facilities permitted under the Bankers' 
Evidence Act are not available to them. Lastly, their 
agency business in the markets of the interior is being 
rapidly lost owing to the establishment of local branches 
by exporting firms. As the banking business goes on 
declining, the local bankers become more and more 
attracted to trade and speculation for which opix>rtunities * 
are increasing. 


\R^jitions between indigenous bankers and 




commercial banks. 


Indigenons bankers, a s we have already seen, genera lly 
rely on their own resources, or borrow from ene anotl^w^ 
in^rder to m^t their demand obligations. In times of 
emergency, however, they can also borrow from joint-stock 
banks or from the Imperial Bankt provided their names see 
on the approved list of these, banks. The relations between« 
the commercial banks and the indigenous bankers, how¬ 
ever, are none too cordial The former grant cash • 
against demand promissory notes sigUed by two of the 
bankers, or by one banker and one mercbaoti or discount 
with them /mndta drawn bf^tradeprs. and endorsed by the 
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bankers, up to a certain limit assigned by them to each 
fmnker according to his financial standing. Bnt they do 
not accept cheques drawn on individual rankers as the 
latter do not supply sufficient security and also do not 
publish a balance-sheet, making it difficult for the banks 
to determine their financial position. Again, commercial 
banks sometimes reject applications for credit from 
established indigenous banking firms as the latter can not 
satisfy all the necessary formalities. 

In discounting hundi% the commercial banks insist on 
trade bills rather than finance bills and even as regards 
trade bills, only those bills are discounted which happen to 
Ixi endorsed by iiidigenous bankers. The facility of re-dis¬ 
counting formerly by the Imperial Bank and at present by 
the Reserve Bank of India, is also confined to such classes 
of bills. Another grievance of the indigenous bankers is 
that they do not get remittance facilities from the Imperial 
Bank on the same terms as ordinary commercial banks. 
Above all, it is the most serious defect of the Indian 
money-market that the two most important credit agen¬ 
cies, namely, the European section and the indigenous sec¬ 
tion, whose co-operation would be most advantageous for 
trade and industry, remain separated from each other so 
that the Bazaar hundi rate may be quite differeut from 
the Bank rate and the market rate of discount. In such 
circumstances, no unified credit policy with the help of 
the Bank rate and open mark^ operations is possible in 
hdia. 

^feett in the orgmBktttion of Indigenons Bankmg. 

(1) The most outstanding defect of ind^eoous 



IITDIAN BANKING SYSTEM 


629 


banken is their old, antiquated business methods, thanks 
to their m^te conservatism and lack oT education. 
There is an ‘ atmosphere of family secrecy about their 
operations which acts as a great barrier to any useful 
co-operation between them and the organised money- 
market. 

(2) Secondly, the depo sit si d e of the ir bus iness is ver y 
litt le dev eloped. The indigenous bankers rely mostly on 

Theirown private resources which must necessarily be 
inadequate for the growing credit ^uirements of Indian 
trade and^ industries. Their social usefulness woulcl be 
greatly enhanced irthey took active steps to attract the 
scattered savings of the public in order to harness them 
to banking purposes. 

(3) Hundis play a comparatively small part in thei r 
total tran sacti ons whi^ are lai^ely iBnanced ly cash. 

(4) Above all, the indigenous bankers are in su ffi^eien tly 
organised among themselvest and there is hardly any well 
defined regular relation between them and the organised 
money-market of the country. 

Sui|pi(^fioM for un proring indigonom banking.i , 

The problem of improving and of re-organising Indian 
indigenous banking must be regarded as one of over¬ 
whelming importance, if we just remember that the grea t 
bulk' of Indian credit is sti ll supplied by them bot h in the 
rural and in the urba n atea tl Not to speak of the TOCj^Oi^ 
YiUages where there is no oigamsed oommeroial bank, 
it is only in 400 oat of 2,500 towns that there is a bank or 
the branch of a commeit^ bank. It is not an exaggera- 
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tion to say that commercial baoking along western lines 
has hardly emerged from its kindergarten stage in India 
and that for a long time India must depend upon indigen¬ 
ous banking. 

Apart from its quantitative importance, the rates at 
whic h indigenous bankers lend money do not compare 
'^^vourably with those of commercial banks. Indeed, 
ifianks to their low establishment costs, it is possible for 
indigenous bankers to supply relatively cheap credit and 
at the same time to make fairly good profits. 

Lastly, the v ast experience a nd person al knowledge 
possessed by indigenous bankers \W11 be an invaluable 
'Ssset for re-organi sing the Indian money- market Without' 
IHeir^cfive^co-operation and training i^moderla methods, 
no bill-market can be developed and therefore no unified 
monetary and credit policy can be pursued. Hitherto in 
banking as the other spheres, a disproportionately vast 
amount of energy seems to have been devoted to the 
problem of raising and refining the super-structure without 
much attention being paid to the foundations. It is high 
time that we may all realise that it is the foundations that 
are most badly in need of repair and that it is on their 
• betterment that the country's prosperity most overwhelm¬ 
ingly depends. The stately mansions in the Clive Street, 
Calcutta, and the augnst assemblage of the Reserve Bank's 
Board of Directors must not lead ns to forget that the 
^ heart of Indian banking, like the heart of Indian political 
. life^ is not in the marble sidendour of cities and capitals, 
bnt in the scattered and almost invisible countryside 
and in the odd nooks and comers of congested towns and 
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^ties. It is such scattered rills of credit that wo naye 
to saiva{i;e from the debris of archaic forms and that 
we have to link together for an even distribution of water 
and for a controlled policy of ebb end flow to be pursued 
by tWReservc Bank. 

shall now refer to some of the important sugges- 
tions that have been made for the improvement of indige> 
nous banking. ** 

(1) The Cpntral Ba nking ln(|[uiry Comm ittee recom¬ 
mended that those indigenous binkers who have confined 
or are prepared to confine their activities to banking 
.proper, should be placed on the approved list of the 
Reserve Bank and should be entitled to re-discounting 
facilities from it. 

(2) But though indigenous bankers should be thus 
•regarded as scheduled banks, they should not be required 
at least for some time to keep a certain {xsrcentnge of their 
total balances as interest-free balances with the Reserve 
Bank. This exemption is advocated on the ground of the 
inadequate resources fK>s6e8sed by roost indigenous 
bankers. 

(3) These scheduled indigenous bankers * should be 
utilised by the Reserve Bank, the Imperial Bank and 
other joint-stock banks as their agents for the collection 
of bills and cheques and they should be given the same 
remittance facilities as ordinary joint-stock banks. 

(4) The benefits of the Bankers* Books Evidence Act 
ehould be extended to such indigenous bankers. 

(5) These approved indigenous bankers should also 
become full members of the All India Bankers* Associa- 
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tion ill order to receive a stimulus for the adoption of 
modern methods. 

(6) Even those indigenous bankers who can not dis¬ 
sociate themselves fron^ other business and as such can 
not be placed on the approved list of the Reserve Bank, 
should be given every facility by way of advances and 
discounting by the Imperial Bank and other joint-stock 
banks. 

(7) Indigenous bankers should gradually modernise 
their methods so as to conform more and more to the 
mcth(^s of joint-stock banks in respect of accounts and 
audit, use of bills and cheques, prompt receipt and pay¬ 
ment of money and conduct of operations strictly accord¬ 
ing to law. 

(8) The indigenous bankers should aim at either a 
close association with the joint-stock banks according to 
the German “Kommandif’ system or their own evolution 
into joint-stock banks. Either of these objectives once 
attained will so revolutionise the existing situation, that 
the dream of an organised money market controllable by 
the Central Bank will be easily realised. 

(9) The indigenous bankers should also consider the 
practicability of undertaking and developing the bill¬ 
broking business, and performing the same functions in the 
Indian money-market as those which are performed by the- 

< bill-brokers in the London money-market. 

It is to be regretted, however, that the Reserve Bank 
of India, in its Statutory Report has thrown cold doudie 
on the enthusiasm of those who expected it to play a 
^ dominant role in re-organising the indigenous bankers.. 
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As the position now stands, the Reserve Bank can do- 
nothing until the indigenous bankers can approximate 
to the conditions o£ joint-stock banks. This re-actionary 
attitude on the part of the Reserve Bank can not be too* 
strongly condemned. 

Indian Joint Stock Banks. 

Indian Joint Stock Banks are those roistered in India 
under the Indian Companies Act. These banks are 
required to publish their balance-sheets, audit their 
accounts, and to submit to Government inspection on the 
application of a certain proportion of members. 

The most important banks are the ‘'Big fivc’\ viz. the 
Central Bank of India, the Allahabad Bank, the Bank of 
India, the Punjab National Bank and the Bank of Boroda, 
all of which have deposits exceeding Rs. 5 crores in each 
case. Joint Stock banks, though leistered in India, are 
not however, controlled by Indians. The management of 
the Bank of India, for instance, is largely in non-Indian 
hands. Similarly, the Allahabad Bank is controlled 
entirely by foreigners. * 

The progress of joint stock banking in India has been 
un-even and not at all commensurate with the needs of 
the country. In particular, Indian joint stock banks have 
not shown much zeal in the matter of establishing 
branches. In 1934, there were only 1269 head offices and 
branches of Indian commercial banks, including the 
Imperial Bank of India, as again&t 25,000 in the U. 8 . A.’, 
13,200 in Great Britain and Ireland, 4500 in France and 
3400 in Germany. 
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The development of banking in India has been 
-^characterised by a crop of bank failures. The People’s 
Bank in the Punjab which had been established by Lala 
Harkisben Lall in 1901 and which at the time of its 
liquidation had nearly 100 branches with total deposits 
exceeding Bs. 1? crores, failed in 1913. * Its failure caused 
such a great panic that fifty-five other banks went into 
liquidation. By L924 altogether 161 banks had failed 
since 1913 including the Alliance Bank of Simla. The 
total amount of paid-up capital of these banks amounted 
: to Rs. 6f crores. Recently, there has been a sensational 
bank failure, namely that of the Tranvancore National 
'Qnilon Bank Ltd. which had branches all over the 
country. The pity of this latest banking disaster is that 
'the above Bank was a scheduled bank of the Reserve 
Bank of India which, however, apparently did nothing to 
check its excesses or to save it during the crisis. 

Cauaet of Bank failures. 

The causes of the bank failures particularly during 
1913-14 may briefly be summarised as follows:— 

(a) The low percentage of cash reserves agai nst 
deposit liabilitiesTthe average being between l^and II 
per cent' 

This was all the more dangerous in India where 
banking habits were not yet properly developed, and 
honourable banking traditions were yet to be built 

(b) The absence of a proper ratio between authorised 
and subscribed ca{atal and between subscribed and paid- 
up capital 

The paid-up capital was unduly small compared to 
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ihe subscribed and authorised capita], so that the actual 
•strength of the bank was not at all properly indicated by 
the impressive figures of the subscribed and authorised 
capital. The banks were, therefore, very vulnerable in 
times of a crisis. 

(c) The lack of trained bank managers and directors . 

The Board of Directors generally consisted of incom¬ 
petent or apathetic people. Again, some of the managers 
and directors were not very much scrupulous. 

(d) The gullibility of the publi c, both of the share- 
holders and the dejpositers, was a further cause. 

The share-holders were duped as they were paid high 
'dividends, although the dividends were actually paid out 
of their own paid-up capital, and the depositors were lulled 
by the offer of high interest rates. 

(e) Las tly, the Government and the Imperial Ba nk 
of India were unsympathe tic towards these Indian-owned 
Tinks in their hour of need^ Not a finger was raised to 
hriiMomeofthe deserving banks which went down in 
the general panic along with the undeserving ones. The 
absence of a Central Bank was also formerly regarded as 
one of the prime causes of that spate of bank-failures. 
The example of the Travancore National Quilon Bank, 
however, must cause a rude shock to those who have 
imagined that with the establishment of the Reserve 
‘Bank we shall hear no more of bank failures. 

V/Difficiikiet and defect! of Indian 
Joinl-atock Banks. 

The dificfdties as well as defects of Indian joint-stock 
banks may be briefly summarised as follows:—< 
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(a) Indian joint-stock banks have not received from* 

[ the Govemmeot as well as from th e pnblic the help and 
1 patronage which they had a natural right taexpect. They 
have not been entrusted with any part of the Govern¬ 
ment’s balances, or with the funds of Courts of Wards, 
Universities, Colleges and other^^d1icatio?ial institutions. 
Port trusts, municipalities, enetlm^bered estates and minors’ 
trusts and other trusts. On the other hand, the Indian 
public have generally shown a preference for investment 
in land, Government securities and even for maintaining 
deposits with the Imperial Bank or the Exchange Banks.^ 
Of course, the suspicion of the public has been to some 
extent due to the failure of many Indian banks due to 
dishonesty or inexperience, but it is also largely due to 
the greatly privileged position enjoyed by the Imperial 
Bank and the Exchange banks. Thus, the Indian joint- 
stock banks have suffered much on account of the unequal 
(;ompetition with European-owned banks. ^The Central 
Banking Inquiry Committee have beautifulljr summed up 
their position in the following terms ! **On the one hand, 
they are looked upon as dangerous rivals by the indigen¬ 
ous bankers and on the other, they frequently find them¬ 
selves in opposition to the old established exchange banks 
and the })owerful Imperial Bank of India. Placed in this 
position, therefore, they have been called the Cinderella 
of the Indian banking system, and have only been able 
to exist amidst bickerings, suspicions and cut-throat 
competition.” ^ 

(h) Indian Joint-stock banks have also been handi¬ 
capped in the matter, of scouring proper business for* 
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themselves. In the first place, a large part of the trade 
and industry of the country is controlled by foreigners 
who naturally'prefer to have dealings with banks controll¬ 
ed by persons of their own nationalityEven Indian firms 
and businessmen who arc in a subordinate relation to these 
foreign business concerns have found it to be most con¬ 
venient and advantageous to have dealings with foreign 
banka only, teecondly, banking business could not be 
properly developed on account of the lack of genuine 
trade bills and the absence of bank acceptances.^ The 
latter is due to the absence of ware-house receipts, proper 
railway-receipts, as well as the heavy stamp duty on bills.^ 
Again clean advances against the personal credit of the 
borrowers only which are so very important in the West 
arc practically absent in India both on account of statu¬ 
tory restrictions and the suspicion of the public. Further, 
as banking business is conducted in English, the lack of 
the knowledge of English on the part of the gient bulk of 
the Indian people also places a handicap on the develop¬ 
ment of Indian banks. ) Other obstacles are the restriction 
of the right of entry into clearing houses as well as the 
propaganda carried on by the officers and brokers of 
European banks against Indian banks. 


(c) The business of le nding o n mortgage by Indian 
joint-stock banks has further been handicapped by the ela- 
bora te system of rights to immovable Property recognised 
by Hindu and Muhammadan laws as well as by the limita¬ 
tion of the validity of equitaUe mortgages (t^. mortgages 
-efifetsted by. a mere deposit of documents 'without any 
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mortgage deed or registration) to the three presidency 
towns and Karachi. 

(d) Lastly, the unsy mpathetic attitude of the Imperial 
Bank of India which charged a comparatively high rate 
for the remittance of the ordinary joint-stock banks^ 
funds, which denied them re-discount facilities, and which 
even showed its reluctance to advance money against 
Government securities, must be mentioned as a further 
obstacle to the development of these joint-stock banks. 
Since the establishment of the Reserve Bank of India, 
however, this last handicap has been removed. 

(e) In addition to these exteincd difficulties, the Indian 
joint-stock banks also sufiEef &om various it ^mal diflj - 
ciilties. Having no association of their own for mutual 
co-operation and consultation, they have shown a lack of 
esprU de corps. Mutual suspicion and jealousy have* been, 
the governing motive in their relations with one another. 
Amalgamation between large and small banka has been, 
the exception rather than the rule. Hardly has any 
systematic attempt been made to improve the general 
standard of banking. Some of the directors of these banks 
liave neither been businessmen nor financiers and as 
such they have not inspired public confindence. In the 
absence of able leadership, the Indian joint-stock banka 
have been content to be somewhat inefiPectual imitators 
of European models, and have not shown much ortgi- 
nality or initiative in chalking out new lines- of develop* 
meat. Possessing neither the high degree of eflBomncy of 
the exchange banks nor *the simplicity and economy' of 
the indigenous banks, the Indian joint-stock banks have 



INDIAN BANKOrO SVSTBK 


639 > 


naturally found it difficult to withstand competition from^ 
both of them. 

I 

Suggettiont for the improTemeDt of Indian Joint-^ 
•lock banks. 

The C entral Banking Inquiry Co mmittee recommended^ 
the adoption of the following measures for the rapid and 
healt^ development of Indian joint-stock banking :— 

The Government should lay down a policy of 
encouraging the development of Indian joint-stock banks 
and grant concessions like free remittance facilities, free¬ 
dom from stamp duties and registration fees, e.xemption 

I 

from super-tax for sometime in the case of an amalgama¬ 
tion of two small banks: Facilitien which are already 
enjoyed by co-operative banks. 

(2!f For removing the unhealthy competition between 
Indian joint-stock banks and exchange banks, the 
Committee suggested the formation of an All-India 
Bankers’ Association which would lay down policies of 
fruitful co-operation between the Indian and the European 
concerns. Mr. N. R. Sarkar and Mr. Bubhedar, however, 
were in favour of imposing severe restrictions on the 
activities of the Exchange banks in the interest of the 
Indian joint-stock banks. They recommended that the 
branches of the Exchange banks should be confined to the 
port towns only, that the existing branches of the- 
Exchange banks in the interior should be closed down, • 
that the Exchange banks should not be allowed to receive' 
deposits from Indians or to own more than 40% of the* 
total shares any Indian joint-stock bank. 
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yi'S) The OoDsmittee also suggested that the Reserve 
Bank of India should deposit for the first five years a 
particular sum with every new branch of an Indian joint* 
stock bank opened at a centre which has no banking 
office, that it should grant free remittance facilites in order 
to equalise interest-rates all the country over, that it 
should re-discount commercial bills already discounted 
by the joint-stock banks at special rates below the bank 
rate whenever possible and that it should develop the 
use of trade bills in the place of the existing cash credit 
system. The second and the third recommendations have 
already been given eflfect to by the Reserve Bank of 
India. 

(4) The Committee also recommended the removal of 
certain peculiarities, noted above, of the existing Hindu 
and Mahommedan laws which make it difficult for the 
banks to accept immovable property ns a normal security 
for loans and advances. 

(5) The joint-stock banks should also develop the 
practice of ''one man, one bank’’, and be prepared to make 
clean advances to approved clients. They should be able 
to secure the necessary information about the financial 
standing of their clients through their own Information 
Departments which should be established as well as 
through the All-Indian Bankers’ Association which should 
build up an organization for the collection of such 
information. 

(6) The banks should also promote the use of verna¬ 
cular for the conducting of banking buanest^ in order to 
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lioimlarise the bankiog habits among the largest section 
of the population. 

(7) If regular branches can not be opened owing to 
inadequate business, sub-branches in the neighbourhood 
of existing branches may be usefully o|)ened. 

(8) Above all, the Indian joint-stock banks should' 
try their best to adapt joint-stock banking to Indian 
conditions, while placing it on the footing of equal 
eflSciency with the European Exchange banks. They 
should recruit a staff of officers possessing not only 
technical knowledge but also a knowledge of local condi¬ 
tions. Attempts should be made to secure the services 
of the members of indigenous banking families. Again, 
the hours of business should be adapted to local conditions. 
Above all, they should develop the trade union spirit 
which characterises the existing Exchange banks. 

111. Exchange Banks. 

Nature and origin. 

^ t 

The Exchange banks came into existence pnmarily to 
'finance the foreign trade of India. As London was 
practically the world's monetary centre in the pre-War 
period and as the bulk of India’s foreign trade has always 
been carried on in terms of sterling, the earliest exchange 
banks in India were invariably the branches of big 
foreign Exchange banks which had their bead offices in 
liDodon. Later out however, in the absence any 

restriction and swing to the world-wide nature of India's 
foreign trade, a few Exchange banks have been estaldiidi- 

41 
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ed which have their head offices in the contioentf in the* 
U. S. A. and in the Far East. 

The most signal characteristic of Exchlinge banking: 
in India is its absolutely foreign character. It is only 
very recently that the Central Bank of India Ltd. has 
established a branch in London which is to deal exclusive* 
ly in foreign exchange business. The reasons why 
Indians were unwilling to establish Exchange banks may 
be briefly summarised as follows :— 

(1) The absence of a large amount of capital for- 
commanding credit in the money markets of these 
foreign centres. 

(2) The absence of the capacity to undergo losses for 
sometime. 

(3) The''^ absence of a dei^endable staff with the 
necessary knowledge of international exchange work. 

(4) The difficulty of securing deposits and other 
business in those foreign centres. 

(rO The implacable hostility of the existing foreign 
Exchauge banks. For all those reasons, Indians did not 
venture so far to embark on exchange banking inspite of 
its highly lucrative character. As the Presidency Banks 
and later on, the lmi>erial Bank were also debarred by 
statute from doing any foreign exchange business) the 
whole business has always remained a close monoix)ly of 
the few British and other foreign firms. It was only with 
the establishment of the Reserve Bank of India that the- 
Imperial Bank of India, itself predomin intly European 
in character, has gained an access into the close {neserve- 
of exchange banking. 
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Tho Exchange banks of India ate generally claasiBed 
under two heads: 

(a) Banks having 25% or more of their deposits in 
India, (b) Banks having less t mn 25% of their deposits 
in India. Examples of the first group are the Chartered 
Bank of India, Australia and China, the National Bank 
of India, the Mercantile Bank of India, etc. Examples of 
the second group are the Lloyds Bank, the National City 
Bank of New York, Hongkong and Shanghai Bank, etc.. 

The Business conducted by Exchange Banks. 

(a) As already stated, the main business of those 
foreign Exchange banks is to finance the foreign trade of 
India. This business again consi.sts of two oixtrations: 
(a) the financing of the movement of goods from Indian 
ix)rts to foreign ports and vicp versa ; fb) the financing of 
the movement of goods from the collecting centres to the 
ports, in tlie esse of our export trade and from the ix>rts 
to the distributing centres in the case of our import trade. 

We, first, take up the first ty|)e of operations. When 
goods are ex{)ortcd from India to a foreign centre, say 
London, export bills are drawn by Indi.m exporting firms, 
and these bills arc generally at three mouM dghl and 
are usually documentary in character. Most of these 
bills are D. A. (or documents on acceptance ) and only a 
few of them are D. P. ( documents on payment). Some of 
these export bills are also sight bills. Naturally the charge 
for a three months’ bill is higher than for a sight bill, as. it 
includes the payment of the interest. Those bills are sent 
to London for acceptance by some bank with which the 
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f(»reign importers have opened credits. After acceptance 
they are endorsed by some Exchange bank which 
discounts it in the open market if it requires 'a replenish¬ 
ment of its sterling resources or keeps it till maturity. 
Meanwhile, the Indian exporters are paid in ruiJecs out of 
the cash reserve of the Indian branches of these Exchange 
banks. 

The financing of Indians import trade is somewhat 
more complicated. There are two methods for financing 
India’s imports from western countries. The first method 
applies generally to imports by Indians and those 
Europeans who have no London Houses of standing. In 
these cases, western exporters draw 60 days’ sight D. P. 
bills on Indian importers which are purchased by 
Exchange banks. The importers generally accept the 
bills and then take delivery of the goods from the banks 
as trustees of the Exchange banks. When the goods are 
soldt the bills are paid ofip. The second method is 
available to those European importers who have London 
houses of standing, and takes the form of London banks’ 
acceptances of ‘house’ paper. In such cases, the London 
exporting houses draw documentary bills on the London 
offices of the Exchange banks which after accepting, them 
return tliem to the drawers who discount them in the 
London money-market. The accepting bank forwards 
the rolavant documents to its branch in India for collec¬ 
tion of the proceeds of the goods from the exporting firm’s 
Zndtah office and a remittmoe is sent to £k>ndon at or 
bslore the maturity of the bill. 

•M jTbe. import bills under both the methods are drawn in 
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sterling. On the former, interest is charged ^om the date 
of the drawing of the bills to the approximate date of the 
arrival of their proceeds in London generally, at 1 per cei^t 
higher than the bank-rate in England. The latter bills 
are discounted at the prevailing market-rate in England 
which is almost invariably lower than the bank-rate. 
European importers who have thus London houses of 
standing have a distinct advantage over the Indian 
importers who have no such facility. 

It is clear from the above description that so long as 
credits can be opened in Londout it must bo to the 
advantage of the Indian traders to be able to draw bills on 
London, and have thereby access to the discount facilities 
of the London money-market. In the case of our imports,, 
however, the great bulk of the bills which are 60 days' 
sight D. P. bills, can not get the benefit of the London 
discount market. Indians, therefore, have to pay a fairly 
high rate of interest which is even higher than the bank- 
rate in England. This disadvantage, however, can be 
removed, if our import bills arc drawn in rufiees rather 
than in sterling, and if a bill-market is developed in India. 
If we remember that in normal years the value of our import 
trade amounts to Rs. 230 crorc.s per annum, the conclusion 
is inevitable that the natural bill-market is in India and 
not in London. If, however, it is not immediately 
practicable to develop a bill-market in India or to induce 
the foreign exporters to draw their bills in rupees instead 
of in sterling, pressure should be brought to be bear upon 
the Exchange banks to accept the D. P. l^s instead of 
purchasing them, in the same way as ^house’ of 



646 


INDIAN ECONOMICS 


Loodou exporting houses is now accepted by them, in 
which case these bills can be discounted in the London 
money-market. As the situation stands to-day, the Ex¬ 
change banks deliberately handicap the Indian importers 
in their competition witli European importers who have 
liOndon houses of standing. Further, now that the 
Reserve Bank of India has come into existence, attempts 
should be made to promote the development of a bill 
market in India for dealing in both inland and foreign 
bills of exchange. The present dependence on the London 
bill-market should be brought to an end as soon ns 
l)ossiblc. 

(2) The Exchange banks also finance to some extent 
the movement of goods from the collecting centres in the 
interior to the ports and from the ports to the distributing 
centres. For this purpose they have 19 branches in 11 
rtp-country centres. In up-country centres which do not 
possess any branch of an Exchange bank, the movement of 
goods is financed by the Imperial B ink, the Indian joint- 
stock banks and the in ligenous bankers. 

(3) The Exchange banks also finance to an increasing 
extent the iniemnl trade of India, e.g. the piece-goods 
trade in Delhi and Amritsar, the leather trade in Cawnpore, 
and the jute tride in Bengal.- The Indian joint-stock 
banks and the indigenous bankers are thus deprived of a 
iairge part of their business. 

* (4) Lastly, the Exchange banks compete successfully 

With the Indian joint-stock banks in attracting -deposits, 
fttaking advances, negotiating bills and doing various 
kiods of agency business in India. 



lyOIAir BANKING SYSTEM 


647 


It is clear from the above account that the Exchange 
banks are by no means exclusively engaged in 6nancing 
the lucrative foreign trade of India, Their predominance is 
equally marked in the Bnancing of our internal trade as well 
as in other internal banking activities. They have 
earned such huge pro6ts that even after paying huge 
dividends (between 1920 and 192S the Hongkong and 
Shanghai banking Corporation declared a dividend of 64 
l>er cent.) they have found it possible to purchase 
several Indian joint-stock banks B.g. the absorption of the 
Allahabad Bank by the P. and 0. Bank, which in its 


turn is affiliated to the Chartered Bank of India, Australia, 
and C.iina, the purchase of Cox and King Companies by 
the Lloyds Bank, etc. 


JL 


Indian case against the Exchange banks. 


(1) In the first place^ the Exchange banks, though they 
deal with Indian deposits, are not subject to any Indian re¬ 
gulations. Their share-holders and directors being entirely 
foreign, they are not amenable to any Indian control. Even 
their accounts may not be properly auditdd. Their pub¬ 
lished balance-sheets do not give any separate information 
about their Indian business. Again, these banks obtain 
large deposits from the Indians, but the depositors have 
no prior claim even on the assets of the banks in India, if 
any of the banks become involved in serious difficulties 


in another country owing to a crisis, fraud or any other 


reason. 

(2) Secondly^ the Exchange banks have generally 
maintained a low percentage of cash reserve against their 
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liabilities in India, the average in 1934 being between 10^ 
and 13 iJcr cent. This is certainly highly dangerous from 
the stand-point of the Indian depositors. 

(3) Thirdly, the Exchange banks virtually enjoy a 
monopoly of financing the foreign trade of India. Indians 
have been gradusilly ousted from the field, and even as 
regards the financing of our internal trade, the Exchange 
banks are proving themselves to be very formidable rivals. 

(4j The Exchange banks are also chai’gcd with having 
made great discrimination against Indians. Even first 
class Indian iniix)rting firms have to deix>sit from 10 tt) 
15% of the value of the goods with the Exchange banks in 
order to open a confirmed letter of credit with them, while 
foreign honse.s in (.'ahaitta are exempted from such obli¬ 
gations. Again, the Exchange bank.« do not accept sterling 
import bills drawn on those Indian firms which have no 
London house of standing, thereby depriving them of the 
discounting facilities in the London money-market. This 
is also a severe handicap to Indian importing firms. 

(5) The Exchang(i banks have also been charged with 
having discouraged Indian enterprise in several directions, 
e.g, Indian brokers, Sliipping companies, Insurance 
companies, etc. Indian expoiters have been comt>c]led to 
insure their goods with foreign Insurance companies, 
thereby depriving the Indian Insurance companies of tho 
annual loss of 2 to 3 crores of rupees. 

(6) Again, it has been said that the rules of tho' 
Exchange banks^ Association have been arbitrarily altered 
without consulting the Indian clients and even without 
publishing the altered rules for the sake of information.- 
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This has enabled the superior officers of the Exchanse* 
banks to make hard and discriminating: terms for their 
Indian clients. 

(7) The complaint has also been made that it is 
because of the existence of foreign Exchange banks that 
import bills are drawn in sterling rather than in rupees. 
In all other countries the import bills are drawn in terms 
of the domestic currency. If the Exchange banks 
insisted, rupees import bills might easily have come into 
existence to the benefit of Indian importers and Indian 
joint-stock banks which would have found a very safe 
and profitable form of investment in these import bills. 
It is, however^ not to the interest of the Exchange banks 
to replace sterling imix)rt bills by rufHie bills, as they 
earn at present a fairly high rate of interest for 2 or 3- 
months. 

(8) Exchange banks have not confined their business 
to exchange proper, They have become formidable rivala^ 
to Indian joint-stock banks both in the matter of attract¬ 
ing deposits and as regards the financing of Indian* 
internal trade. Their strong financial position as well ack 
established reputation have helped them much in both 
these directions. But this increases the foreign economic' 
domination over India. 

(9) It is also maintained that these Exchange banks, 
by virtue of their majority in the Clearing Houses, have 
tried to exclude Indian joint-stock banks from these 
Houses as long as possible, which has naturally affected 
adversely the reputation of these banks. Again, while 
accepting call loan from the Indian joint-stock banks« 
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‘whenever necessary, they have themselves refused such 
aid to tile Indian banks when the latter were in need of 
funds. 

(10) The Exchange banks have also been charged 
with mtiintaining a rigid gulf between the European 
and the Indian sections of the money-market in India 
This has prevented the much-needed unification of the 
money-market in India without which no unified credit 
policy can be pursued. 

(U) The Exchange banks have further been charged 
with having staffed their superior and responsible posts 
exclusively w.th EuroiKnins. Indians could only aspire for 
clerical posts. Indian apprentices have hardly been 
taken, although the business handled by them is laii;ely 
Indian, and the necessary funds come generally from 
Indian depositors. 

(12) Above all, the Exchange banks arc charged with 
having exercised tremendous control over the cuiTcncy 
and exchange iwlicy of the Government. It is they who 
have opposed the adoption of the gold standard which 
would deprive them of much of their present special 
advantages, and it Is they who are responsible for the 
ratio between rupee and sterling which has been so muelivk 
disastrous to the Indian people in the past. While 
carrying on their business with the help of Indian 
deposits, they have discriminated against Indians iu every 
conceivable way and tried to tighten the strangle-hold 
of British economic Imperialism upon Indian economic 
life. Nor cm they claim to have discharged their 
business at a cheap rate. While they have themselves 
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profited by the low discount rate in the London money- 
market, they have charged high interest rates from Indian 
'exporters and importers alike. In short, the European 
Exchange banks and the official management of our 
currency and exchange, have together constituted one of 
the most nefarious vicious circles in our (jeonomic life. 

\P^opoted restrictions on Eischange Banks. 

In view of the highly unsatisfactory nature of the 
present position and various activities of the Exchange 
banks, it )uis been suggested that the Exchange banks in 
India must thenceforward take out a licensing certificate, 
and that the licensing authority should be the Reserve 
Bank of India. The terms of the license we shall 
discuss later on. 

The Ma^rity of the Central Banking Inquiry Com¬ 
mittee are ih favour of the following regulations :— 

('a) E.xchange banks should alter the existing 

^ r « 

practice -of buying import bills in favour of accepting 
them, so that Indian imi3ortcrs might enjoy the cheap 
discount facilities in the London money-market. 

(b) The Exchange banks should also promote the use 
pf rupee import bills and the development of a bill-market 
in India. 

(c) The Exchange banks’ Association should con¬ 
sult Indian businessmen as well as foreign merchants 
before making any alterations in its rules. 

(d) The Exchange banks should arrive at some 
understanding with the representatives of Indian Insur¬ 
ance companies so that they may not discriminate against 
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them on the {i^Found of inadequate information about the- 
actual financial standing of Indian companies. 

(e) There should be a local Advisory Bojird at every 
branch of the Exchange banks for giving advice regarding 
the grant of advances and cash credits to Indian business¬ 
men. The Committee hoped that this device might re¬ 
move the present complaints regarding the iin-sympathetic 
treatment meted out by the Exchange banks to Indian 
clients. 

(f) Lastly, the Committee recommended that the 
Exchange banks should be compelled to apt^oint Indian 
probationary assistants who, after completing their 
training period, would be npi>ointcd to resiK)nsibl(‘ officers^ 

tK)StS. 

Mr. M. Siibhedar and Mr. N. R. Sarkar, liowever, in a 
separate minute of dissent, wanted far more stringent 
restrictive measures on the Exchange banks. In their 
opinion, licenses should not be granted freely to nil the 
existing E.xchange banks, but should only be given after 
due considerations. Farther, the .terms of the license 
should not seek only to plac^e Eiiro|)ean bank.s on the 
same footing as Indian banking concerns, as the aim 
of the licensing system should be to promote national 
economic i)olicy in banking. The fundamental principle 
underlying the licensing system, therefore, should be 
that only Indian banks, registered in India, and controlled 
by a majority Indian share-holders, should have right 
to receive freely Indian deposits and to take the help of 
the Reserve Bank of India. Reciprocity can not obviously 
be the basis, as the Majority seemed to be inclined to • 
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believe, in as much as it will take a very long time for 

Indians to start a bank in London. Similarly, there was 

no fear of retaliation, as in the economic relation between 

England and India. England had everything to lose 

and India very little in case any retaliatory war was 

declared. 

* 

In pursuance of the above principle following recom¬ 
mendations have been made 

(a) The Exchange banks should be allowed to receive 
deposits from Indians only to the extent that is necessary 
for hnaneing India’s foreign trade in Indians’ hands. They 
should also bring 50% of their working capital from 
abroad. At present, the Exchange banks are enjoying 
'Surplus’ dei)osit8 which they utilise for competing with 
Indian joint-stock banks and indigenous banks. To the 
objection that this restriction involves an arbitrary inter¬ 
ference with the freedom of the Indian depositors, it may 
be replied that sirch regulations are necessary even iu 
the interest of the Indian depositors themselves who may 
at any moment be deprived of all their '•savings if any 
disaster overtakes the foreign offices of these Exchange 
banks. Moreover, the present preference shown by some 
Indiahs for theioreign banks is partly due to their rcim- 
tation and (tartly due to the systematic (tropaganda carried 
on by them against Indian concerns. Above all, society 
has the right to see that national savings should be utilised 
.primarily for the benefit of national trade, industries and 
banking and for that purpose interference with the 
abstract liberty of the individual is jimttfied. Another 
•obieotion raised against above proposal fs that the 
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restriction of Indian deposits would hamper the forelgm 
trade of India, and would increase the charges for finan¬ 
cing the foreign trade which would inevitably be ultimate¬ 
ly borne by the Indian producer and consumer. This 
objection, however, is absolutely irrelevant as the restric¬ 
tion shall not apply to that quantity of de^wsits which is 
necessary for the purposes of financing Indian foreign 
trade, and as the Exchange banks enjoy great facility for 
borrowing in the London money-market. 

(2) Another restriction proposed is on the branch¬ 
making activities of the Exchange banks, particularly in 
the up-country centres. Such branches invariably 
compete with Indian joint-stock and in'Jigcnous banks. 
It should therefore be laid down that Exchange banks 
must be confined to the port-towns only. The existing 
brandies should be wound up in the course of a few years. 
Similarly, Exchange banks should not be allowed to 
purchase n controlling interest in any Indian joint-stock 
Bank. Those Indian banks, e.g. the Allahabad Bank Ltd, 
which are at present controlled by Exchange banks, 
should be iuinded over to Indian control in the course of 
a few years. As things stand today, there is a growing 
danger tliat Indian pioneers take great pains in develop¬ 
ing a joint-stock bank which, once it stands on a secure 
footing, may easily be purchased by a foreign Exchange 
bank by virtue of its great financial strength, and thus the 
foreign domination of our economic life might continue to- 
increase. 

(fi) Lastly, it has been suggested that the Exchango* 
banks should not be allowed to engage in trustee business' 
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in India, that most of their superior officers should be- 
Indians, thit in the event of liquidation their Indian 
assets should be taken over by the official receivers of the 
Calcutta High Court, that the Reserve Bank should have 
the right to inspect all their papers, balance sheets, etc^ 
before they are sent to London, that the admission of 
their branches to the clearing houses and that their 
eligibility for re-discount facilities from the Reserve Bank 
should depend upon the discretion of the licensing 
Authority. Above all, the Kxchangc banks must not 
engage in any anti-national activities on pain of the 
cancellation of their licenses. 

It is doubtful however, whether in view of the notori¬ 
ous clauses on safeguards and commercial discrimination 
in India’s new constitution, any such regulation can 
be made. 

Ths^se for an Indian Exchange Bank. 

The majority of the Central Banking Inquir}' Committee 
«obs(X’ved tliat it is not in the interest of Indian traders 
and merchants to depend always on the British and other 
foreign E.Kchange banks for financing their foreign trade. 
They admitted that British Exchange banks do not give 
adequate facilities to non-British traders. It was for that 
reason that foreign countries having trade relation^ with 
India thought it fit to open Exchange banks in India 
in order to help their nationals in their trade with India. 
It was therefore imperative thAt Indian firms, engaged in 
the export and import trade of the country should bo' 
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able to do without the foreign Exchange banks at the 
earliest possible moment. 

With this preliminary observation, however, the majo¬ 
rity went on to recommend that with the establishment 
of the Reserve Bank of India the existing restrictions on 
^hc Imperial Bank of India as regards the transaction of 
foreign exchange business should be withdrawn and that 
the Imperial Bank should be persuaded to play an inii)or- 
tant part in the Hiianoiug of Indian foreign trade. For 
removing the unsympathetic attitude of the Imperial Bank 
of India towards Indians, the Committee recommended 
that the majority of th(‘ directors in both the central and 
the local Boards of the Imi)crial Bank should be Indians 
and that the apiiointment of non-Indians to its staff should 
be stopped in future except for special purposes with the 
approval of the Finance’.Minister of the Government of 
India. The above reforms were to be the conditions 
isreccdent to the grant of the agency work of the Reserve 
.Bank of India to the Imiicrinl Bank. If, however, the 
Imperial Bank was unwilling to accept this new arrange¬ 
ment or unable to handle exchange business properly, the 
Committee recommended that a new Indian Exchange bank 
with a capital of Rs. 3 crores should be established, to be 
subscribed to by the Indian joint-stock banks as far as 
possible and by the'Oovernment, at the first instance, if 
necessary. As long as the Government owned more than 
.one-half of the shares (the Government was required to 
sell off its sharesi gradually to the public), it would have 
ithe right to appoint a majority of the directors of the bank. 
This bank was to act as an agent of the Exchange bank 



INDIAN BANKING SYffTEM 


657 


with regard to the Govemmeat remittance operations, 
although the Committee was not in favour of giving the 
bank sole monopoly of Government remittances. 

Six members of the Committee, however, submitted a 
•separate minute of dissent. They were not in favour of 
allowing the Imperial Bank to develop exchange business, 
oolong as the Imperial Bank was mostly controlled by 
non-Indians. They recommended the immediate creation 
•of a state Exchange bank which was to be given the 
monopoly of all Government remittances. The bank should 
be subject to the control of the Reserve Bank of India, 
and it was to be scrupulously prevented from any encroach¬ 
ment upon the sphere of the Indian joint-stock banks as 
regards the financing of the country’s internal trade. 

Lastly^ there was a proposal before the Central Bank¬ 
ing Inquiry Committee for the creation of *'joint-b:inks” 
controlled by both Indians and non-Indians, the ruixm 
•capital being subscribed by Indians and the sterling capital 
being subscribed by foreigners, the profits being divided 
between the two partners. 

Imperial Bank of India. 

We have already refered to the origin and the deve¬ 
lopment of the Presidency banks of Bombay, Calcutta, 
and Madras. The Imperial Bank of India was established 
in 1921 under the Imperial Bank of India Act of 1920 by 
the amalgamation of the three Presidency batiks. US' 
total authorised capital is Bs. i^crores, of which a half 
is paid-up. The bank is governed both by a Central 
Board and three local Boards in Bombay, Calcutta and 
42 
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Madras. Until 1935 the Government exercised a great 
control over tlie affairs of the Bank by appointing a 
majority of the members of the Central Board. For in¬ 
stance, thejibycnaorsflfiniiral nominated the following 
mem bers of the Cent ral Board; two managing G overnors, 
toi irn^-official Governors'" representing various InJian* 
Int^sts, the three secretaries of th e local Boards as wel l 
as the~C ontroller of the cur rency The elected element 
was represented by tlie Preside^ and vice-Presidents 
61 the three local Boards Besides, the Government could 
issue instructions to the bank on any matter affecting its 
financial iK)licy or the safety of its cash balances, secure 
from it any information regarding the affairs of the bank 
and could appoint auditors for the examination of its 
accounts. The previous sanction of the Government was 
also necessary for cstablisliing more local licad offices or 
local boards. Since 1935, liowever the above control has 
been withdrawn, although the Governor-General still 
possesses the right to nominate not more than two direc¬ 
tors of the Central Board ns well as the right to appoint 
one Government official. 

Functions of the Imperial Bank before 1935. 

Thelmtierial Bank of India sought to combine till 
April 1,1935 the functions of a commercial bank with 
those of a central bank. In its capacity as central bankf- 
it had the following ftme^os: 

('1) It acted as a benker to the Government. The 
Goverpi^ i naten^ Were kept with it, free of 'inteteiS ^ 
This, of^urse, involved the abolition of the Reservh^. 
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Treasarr System. The bank also used to manage tke 
Gover nment*8 public debts and provided a machinery 
for th e issue of Goveroment loan s. The Paper Ckirrency 
Department oE the Government of India could also issue 
loans to it to a maximum of Rs. 12 crores against the 
security of inland bills of exchange. 

(2) It also acted as a s ort of bankers* bank. Mos t 
of the lea ding banks of India including foreign Exchang e 
ban ks us ed to keep a portion o f their cash r eserve with 
the Imperial Hank! The Imperial Bank was also respon¬ 
sible for the management oi the 11 Clearing Houses inJho 
different commercial centres of India. The bank also 
provided cheap remittance facilities both to the other 
banks and the members of the public. 

In its capacity as a commercial bank, the types of 
business in which it could engage were strictly deOned by 
the statute. Broadly speaking^ the bank could receive 
d eposit in India, discount bills of exchange payable in 
India and Ceylon, invest in certain specified securities, 
and open cash credits on' the security of oq^ain specified 
securities or of goods or of documents of title to goods^ 
deposited with or assigned to the bank. 


The butineu which the Imperial hank 
y could not transact 

(l)VThe-Imperial Bank was, ia the first placci yeven * 
ted from de aling in Foreign billB of exchange. The ofiiciai 
yustificatidii was that type of business liras Inghly 
risky and more or less speoolative in ehafactsf. The 
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be allowed to transact this type of businesB. The real 
rea8oa» however, was the jealousy of tHie British exchange 
banks which have always looked uix>n the exchange 
business as their own close monopoly. Exchange banking 
is, in reality, not at all risky, as otherwise we can not 
explain the uniformly high dividends earned by various 
exchange banks. The bank was, however, allowed to deal 
in forein exchanges for the bona-fide personal require¬ 
ments of its customers. 

(2) The bank was not allowed to grant loans against 
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required to establish 100 new branches i n theconnt ry 
which would. at once promote the saving and investment 
habits oi the public and help Indian commerce, indus¬ 
tries and agriculture. It was hoped that the Imperial 
bank with its numerous branches would be a great 
bulwark of strength to the Indian joint stock banks, the 
co-operative banks and the indigenous bankers. It was 
also expected that the country would for once enjoy an 
e lastic curr ency and credit system, uniform and compa¬ 
ratively low rates of interest and cheap remittance 
facilities. 

All these expectations, however, were doomed to dis- 
api^ointment except in small parts. True, the Imperial 
B ink showed great vigour in opening new branches in the 
first few years after its inception, but practically no new 
branches have been opened since March 1926. Again, 
about 50 i)cr cent, of the new branches are situated in 
places where there had been some Indian joint'stock bank. 
In those centres, therefore, the Imperial bank has ser¬ 
ved only to deprive the Indian banks of a large part of 
their own legitimate business, the prestige of the Imperial 
bank as a banker to the Government, enjoying Govern¬ 
ment balances, free of interest, having given it a privileged 
position vis-a-vis otlier joint stock banks. Again many 
of the branches have been run at a loss, which has beeh 
possible because of the enjoyment of the interest-free 
Government babnees. Above all, the> brandies of the 
Imperial bank do not seem to have conferred mueh bene¬ 
fits on the localities where they are situated. Bather, 
they have served to drain awa^ocal deposits for the 
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l)eneBt oC the comiDercial centres. The branch-making 
activities of the Imperial bank, therefore,. cannot be 
viewed with any approval or complaceny. 

Secondlyf the Imperial bank has also been charged 
with making discrimination against Indian business people 
and commercial firms. The superior officers of the 
Imperial bank who are almost invariably Europeans have 
generally favoured European commercial firms in their 
competition with Indian businessmen. 

ThinUy, the Imperial bank is also charged with hav¬ 
ing made a discriminatory treatment of Indian joint stock 
banks when the latter were in difficulties. When the 
Alliance Bank of India failed, the Imperial bank generous¬ 
ly offered to irny off one-half of the demands' of the cre¬ 
ditors of the Bank. But when Indian banks were in 
trouble, the Imiicrial bank has not generally shown much 
enthusiasm for rescuing them. 

fourthly, the Imperial bank is also charged with 
having dented proper training facilities to educated 
Indian youths. The officers’ posts wore until recently 
almost wholly filled by Europeans. 

On the other hand, it is well to point out certain sub¬ 
stantial benefits which have been derived from the Impe¬ 
rial Bank, the establishment of the Imperial bank with its 
numerous branches scattered throughout the country has 
certainly helped to bring down the rates of interest pre¬ 
valent in diffeMt regions as well as to bring about some 
form of uniformity of interest rates. The joint stock 
banks have been compelled to reduce their interest-rates • 
even in regions where there is no branch of the Imperial 
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tmnk, lest a high-rate of interest might induce the Imperial 
bank to open its Jbranclios in these regions. The Imperial 
bank has also helped much to finance the internal trade 
•of the country including the movement of croiw. Again, 
the fluctuations of the baraar hundi-rate in the dififerent 
commercial centres and in the difFcront seasons of tho 
year have been considerably mitigated by the establish- 
.ment of the relatively stable Imix^rial bank hiindi-rate. 
Lastly, tho co-oi3erativo movement of the country has also 
•enjoyed liberal assistance from the Imixjrial Bank. 

Concluding obtervntiont. 

The failures of the IiniJcrial Bank of India were partly 
due to its pre|)oniderantly European composition and partly 
due to its complicated statutory character. The charge 
of racial discrimination which has been levelled against 
;t!ic Imperial bank is largely correct because of the pre^ 
dominantly Euroijean composition of the Boards of Direc¬ 
tors and of its superior staff. Again, the Imperial bank 
could not properly discharge its duties as a bankers' bank 
as it was itself a commercial biink naturally anxious for 
reaping maximum profits. It was, therefore, inevitable 
ithat its monoi)oli8tic use of interest-free Government 
balances as well as its iirestige arising out of its close 
association with the government would give it a great 
'Vantage-ground in its rivalry with Indian joint-^tock 
ibanks. The statutory exclusion of exchange business, 
obviously due to the jealcmsy of the European exchange 
banks, served only to poiiit out to tho Imperial Bank the 
necessity of developing its business in the field of internal 
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banking, at the expense of Indian joint-stock banks. 
Again, if indigenous bankers did not get ready help fron^ 
the Imperial bank, it was also largely due to ignorance of 
the European directors and officers about the methods of 
our native bankers. Lastly, the failure of the Imperial' 
Bank as a Central bank was due to the dual nature of tho 
control over cuiTency and credit exercised by the Govern¬ 
ment and the Imperial Bank respectively. No Central 
bank can properly regulate the movement of prices, unless 
it has got a unified control over both currency and credit. 
In the case of India, the responsibility for the issue of 
Currency notes lay with the Government. Even as 
regards credit, the Imperial biink could not exercise more 
than a very partial control. In the first place, the money- 
market of India has never been unified, there being 
always a wide gulf between the J^uropean and the 
indigenous money-markets. The only control that was 
possible was in the European section of the money-marketr 
And even in that limited field, the absence of a bilL 
market proved to be an almost insuperable obstacle. 



THE RESERVE BANK OF INDIA* 

Origin of the idea of a Central bank* 

The idea of a Central bank is almost a century old.- 
As early as 1836* a large body of merchants interested iii' 
the East Indies submitted a scheme for a Central bank, 
which would confer monetary stability. The establishment 
of the Presidency banks, however, put an end to the idea 
of an all'India Central bank. About 1867 the idea of a> 
Central bank was once more revived, though this time 
it took the shape of a proposal for the amalgamation of all 
the three Presidency banks. It was not till, however, 
1920 when the Imperial Bank Act was passed that the 
proposed amalgamation was effected, although the Fowler 
Committee in 1898, Lord Curzon^s Government in 1901 

and Mr. J. M* Keynes In 1913 had recognised itfH 

« 

necessity. 

The Imperial Bank of India, however, which came* 
into existence in January 1921 was not a true Central 
Bank. As we have already seen, it was a hybrid organism* 
combining the functions of a Commercial bank with those 
of a Central bank as far as possible. As a Central Bank 
it enjoyed the balances of the Government which, how¬ 
ever, idaced it in an 6xtreme]y privileged position in its 
capacity as a commerdd bank compeidiiqS with other 
rival commercial banks. Secondly, the branch-makinpp 
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nctivJti(>s of the Imperial Bank were detrimental to the 
development of many ordinary joint-stock banks which 
were devoid of any connections with the Government. 
Being thus a formidable rival of ordinary commercial 
ibanks, the Imperial Bank could not be a tnisted bankers’ 
bank which every Central Bank ought to be. Moreover, 
unlike other Central Banks, the Imperial Bank did not 
•control the note issue, and as such in the absence of a 
unified control over currency and credit policy, it became 
'impossible to achieve monetary stability. Above all, the 
Imperial Bank, because of its alleged hostility towards 
Indians and Indian interests, forfeited the general confi¬ 
dence of the Indian public upon which the utility of a 
»Cen^irt bank so vitally deiKJnds. 

Proposal to coiwert the Imperial bank into a 
\/ Central bank. 

As^ the Imperial Bank, as it was then constituted, was 
'frankly undesirable as a Central Bank, there were two 
alternative proposals before the Hilton Young Commission; 
•One to convert the Imi)erial Bank into a full Hedged 
•Central bank, and the other to create a hran-mw Central 
bank to be known as the Reserve Bank of India. 

As regards the first proposal, the arguments in favour 
of the proposal may be summarised as follows. 
"(1) Historically> the Imperial Bank was created to serve 
US a Central bank. If. therofore, its Central banking 
functions were imperfectly fulfilled, it was partly becziuse 
•of its additional r<de as a commercial bank and partly 
because of the absence of the note-issuing power. Hence 
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it was argued that the ImiJerial Hank could easily bo 
converted into a full-fledged Central Bank both by depriv¬ 
ing it of its functions as a commercial bank and by giving 
it note-issuing authorities. (2) Secondly* it was argued 
that the Imperial bank« by its prdonged experience as a 
Central Bank, however imperfect, had already earned the 
title to become a Central Bank in the fullest sense of the 
terra, and as such it would not be proper to think of any 
bran-new Central Bank. 

As against the above arguments in favour of the 
proposal, the following reasonings were urged against the 
firoposal for converting the ImiX’rial bank into a true 
Central Bank ;— 

(1) In the first place, it was observed that the 
Imperial bank was already the biggest commercial bank 
in the country with a fairly large number of branches. 
If, therefore, the Imperial Bank was now to be deprived of 
its character as a commercial bank, it would mean a very, 
heavy blow to the business community who would lose the 
services of the biggest commercial bank id the country, 
'(2) Secondly, it was argued that the Imperial Bank 
could play an even more important part in the economic 
life of the country, if it was freed from those restrictions 
which had been imposed upon it owing to its dual 
character as a Central Bank cum commercial bank. 
The Commission might also have mentioned the unpopu¬ 
larity of the Imperial bank among the Indian commercial 
public owing to its alleged hostility towards Indians and 
Indian firms. 
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However, both the Hilton Yoang Commission and the- 
Central Banking Inquiry Committee recommended the 
creation of a bran-new Central bank. The Commission 
»lso suggested that the proposed bank was to be a private 
Corporation, though it was to act in close collaboration 
with the Government. True, Indian public opinion had 
insisted iiiion a state bank. The Commission, however, 
opposed the idea on the ground of principle, as a state 
bank responsible to the Central Legislature, would be 
peculiarly open to political pressure and as such the 
monetary policy of the country would be dictated by 
the party in power at any particular period of time. The 
Commission also observed that with very few exceptions, 
most of the Central banks of the world were private 
banks, and as such in having a private share-holders' 
Central bank instead of a state bank, India would be in 
very good company. Further, the Commission observed 
that in view of the diversity of local conditions in the 
different iiarts of India^ the American federal reserve 
system rather than the British unitary system was most 
appropriate to Indian conditions. There should be 
different local boards as well as a central board with a 
roaiority of members elected by the share-holdm^, to- 
manage the affairs of the Central Bank in the interest of 
the country as a whole and not of certain predominant 
financial centres. 

Lastly, the Commission also recommended ceitaim 
detailed regulations as regards the principle of note-issue 
to be adopted, etc* As we have already noticed, the 
Proportional Reserve system was recommended in superses*^ 
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.• 9 I 0 Q of the then esisting fixed fiduciary reservo system 
adopted since 1861. In this latter respect also, the 
U. S. A. rather than the United Kingdom was held out to 
•be India's model. 


The Reserve Bank Act of 1934. 

Soon after the publication of the Hilton Young 
Commission Report, the Government of India sponsored 
two Reserve bank bills in rapid succession, both of which 
however, after a stormy reception in the Central Legisla¬ 
ture were destined to be torpedoed. When the first bill was 
introduced, differences, at once arose owing to the 
controversy between a state bank versus a i>rivate share¬ 
holders’ bank. Although, following the Select Committee's 
'recommendation, the principle of a State bank was 
adopted, no agreement could be reached as regards the 
composition of the directorate. Ultimately, however, Sir 
Basil Blackett put forward a scheme which had a 
fair chance of being passed by the Assembly* but to the 
surprise and resentment oE all, the bill was withdrawn, 
inresumably on the receipt of dictates from White-hall 
Next year, i.e, in January 1928 a new Reserve Bank Bill 
was published which had altogether abandoned the 
jiriaciple of the state bank. That bill was an ill-fated one 
and was even denied the opportunity of being moved in 
ithe Indian Legislfttive Assepibly on the technical ground 
ihat the previoni bill had not yet been Whhdmwn. 

For some years no further step could be taken in, the 
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direction of equipping India with a Central Bank.- 
Meanwhile, however, the prpspect of an All-India Federa¬ 
tion embracing both British India and ^Indian' India 
which was accepted by the British Government at the* 
Round Table Conferences, generated a novel type of 
pressure for the establishment of a Central Bank in India. 
It was made perfectly clear by the British Government 
that Central Responsibility could not be granted unless 
a Reserve Bank of India, free from political'pressure, was 
established which could safe-guard India’s monetary 
standard and exchange stability. Accordingly, in Se{)tem- 
ber 1933, Sir George Schuster, the then Finance Member 
of the Government of India, introduced a new Reserve 
Bank bill practically on the lines of the recommendations 
of the Hilton Young Commission. This bill with some 
amendments was passed by the Central Legislature in. 
1934 

(ionititution of the Reserve Bank. 

The Reserve Bank of India which has been function¬ 
ing since April 1. 1935, is a private share-holders* bank. 
Its total share-capital is Rs 5 crores divided into shares of 
one hundred rupees each, fully paid-up. There are five 
separate registers of share-holders maintained in Calcutta^. 
Madras, Bombay, Delhi and Rangoon, and the nominal 
value of the shares allotted to these different registers is 
as follows: Calcutta 145 iilchs» Bombay Rs. 140 lakhs, 
Delhi 115 lakhs, Madras 70 lakhs and Rangoon Rs. 00 
lakhs. An Indian subjects of His Hajesty, the British 
Bovereigo, inelading Briti^ subjects ordinarily resident 
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in India, as well as companies and o(H>perative societies • 
registered in India and scheduled banks may become- 
share*holder8.’ In patticalar, subjects of the British self- 
governing Dominions are not allowed to become share¬ 
holders. Each share-holder has one vote for every five ‘ 
shares subject to a maximum of 10 votes. The Bank 
has got five offices in Calcutta, Bombay, Rangoon, Madras 
and Delhi and a branch in London. It may establish 
branches or agencies in any other part of India with the 
iwevious consent of the Governor-General-in-Council. 

The general management and 3n[)erintendenco of the 
Reserve Bank is entrusted to a Central Board of Directorsi. 
while the five local boards of Directors are primarily 
advisory bodies to the Central Board and may only dis- 
cha^e delegated functions. 

>/Thc constitution of the Central Board which consists 
of 16 members is as follows ;— 

(a) A Governor and two Deputy-Governors to be 
appointed by the Governor-General-in-Council after consi¬ 
dering the recommendations of the Central Boaijd, 

(b) Four Directors to be nominated by*the Governor- 
General-in-Council. 

(c) One Government official to be nominated by the 
Governor-General-in-Council to safe-guard the Government 
interests and to represent the Government view. 

(d) Eight Directors to be elected by the share-holders 
iathe vanous local registers, two each by Calcutta, 
Bombay and Delhi, and bne each by Madras and Rangoon. 
'Among those fdxteen direotors the nominated Govemmeilt 
<^mal and one of the Deputy^SWemon inH not have the 
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jpowcr to vote. In practice, so far only one Depnty- 
Oovcrnor has been appointed. The nominated government 
.official is the secretary of the Reserve Bank.' 

The Local Boards consist of 8 members each, three of 
.of whom are nominated by the Central Board from among 
the share-holders on the local register with a view to 
securing the representation of territorial or economic 

4 

interests, the remaining five being elected by the share- 
.holders on the local register. The Local Board has to 
advise the Central Board on all such matters ns may be 
specifically or generally referred to it by the Central Board 
and to perform all other functions which may be delegated 
< to it by the Central Board. 

Functions of the Reserve Bank. 

(1) The bank may accept deiMsits, free of interest, 
from the Government, local authorities, banks and any 
.other i)erson. The provision ns regards interest is neces¬ 
sary in order to prevent the Reserve Bank from compe¬ 
ting with commercial banks. 

(2) The bank may purchase, sell and re-discount bills 
of exchange and promissory notes, arising out of bona- 
fide commercial transactions or of trade in Government 

. securities bearing two or more good signatures, one of which 
must bo that of a scheduled bank, and maturing within 
90 days from the date of such purchase or io-discount. 

(3) The bank may purchase, sell and re-discount 
agricultural bills, maturing within 9 months, but one of 
x'the two signatures has to be ^t of a scheduled bank or a 
.provincial co-operative bank . 
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(4) The bank may make loans and advances to Native 
(States in Indiai local authorities} scheduled banks or 
provincial co-operative banks, repayable either on demand 
or on the expiry of fixed periods not exceeding 90 days 
against trustee securities, gold or silver, eligible paper, 
promissory notes of scheduled or co-operative banks 
supported by documents of titles to goods. 

(5) 'Jhe bank may make ways-and-means advances. 
i;o the Central or the Provincial'Governments repayable 
within 90 days. 

(6) The bank may purchase or sell securities of the 
Government of India and of the Government of the 
United Kingdom subject to certain fixed maxima. 

(7) The bank may act as an agent of the Secretary 
^f State, or of the Central Government or of Local Govern¬ 
ments in the metier of purchase and sale of gold and 
silver, management of public debt, etc. 

(8) The bank may also enter into agency agreement 
with central banks elsewhere. 

(9) The bank may borrow money for a period not 
exceeding one month from a schednled bank or other 
•central banks. 

(10) The bank is also endowed with the monopoly 
•of note issue, subieet to certain conditions. 

(11) The bank is also anthorised to re-discount rupee 
import bills when they come into existence and to conduct 
•open market operations. 

43 
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uMiieit which the bAok cannot transact. 

The bank Is prohibited from : 

(1) Engaging in trade or having a direct interest im 
any commercial or industrial undertaking (except tem¬ 
porarily to satisfy its claims). 

(2) From purchasing its own shares or the shares of 
any other bank or compauy. or from granting loans on 
such security; 

(3) From advancing money on immovable property 
or from owning such property (except for its own business 
premises). 

(4) From allowing interest on deposit, and 

(5) From drawing or accepting bills payable otherwise 
than on demand. 

Regulations as regards Note Issue. 

Although the Reserve Bank of India is based more on' 
the American than on the British modeh in one vital 
respect, it resembles the Bank of £ngland» in that the 
Issue Department is completely separated from the Bank¬ 
ing Department. The Assets and Liabilities of the Issue 
Department are shown together in a separate place in the 
published Bank returns. As regards the fundamental 
principle of note issuet the proportional reserve system^ 
rather than the fixed fiduciary note issue system has been 
adopted. The bank may issue notes of the doininations 
of 5, 10, 50, lOD, 1000, 10000 rupees unless otherwise 
directed by the Qovem6^General•in•Oouncil on the^ 
recommendations of the Central Board. The bank notes- 
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are declared to be ttoUmited legal tender and tbef am 
guaranteed the Governor-GeneraMn-CouDcil 

The Assets o£ the Issue Department consist of the 
following items 

(1) Not less than fths of the total value of notes 
issued shall consist of gold coin, gold bullion, or sterling 
securities, provided that the amount of gold is not less 
than Bs. 40 crores in value. Again not less than iiths 
of the total amount of gold assets is to be held in British 
India. 

(2) The remaining three-fifths may be held in rupee 
coin, Government of India rupee securities of any matu¬ 
rity, and such bills of exchange and promissory notes 
payable in British India as are eligible for purchase by 
the bank, provided that the rupee securities shall not 
exceed one-fourth of the total amount of the assets or Rs. 
50 crores whichever amount is higher (the amount may bo 
increased by an additional amount of Rs. 10 crores with 
the previous consent of the Governor-General-in-Council.) 

(3) For purposes of reserve, gold is to be .valued at its 
per value, i. e. 8*47512 grains of fine gold per rupee, rupee 
coin at its face-value, and securities at market-rate. 
Sterling securities are defined as balances at the credit 
of the Issue Department of the Bank of England, bills of 
Exchange drawn on and payable in the U. E. within 90 
days, and Government securities of theU. K. matuiing 
within 5 years. 

(4) It is also laid dowu that on the date of 
transfer of the note issue and of the transfer of the Ocdd 
Standard and Paper Currency Betervm to the Beservc 
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Bank by the Government of India, the gold coin, gold 
biillioni and sterling securities shall not be less than one- 
half of the whole amount transferred, while the amount of 
the rupee coin shall not exceed Rs. 50 crores. 

(5) The Act also provides for the issue of tax-weigh¬ 
ted notes with the previous sanction of the Governor- 
General-in-Council for periods not exceeding thirty days 
in the first instance, which may be extended from time to 
time, with the previous consent of the Governor-General- 
in-Council, by periods not exceeding fifteen days. During 
these i)eriodB, the bank may hold as assets gold coin, 
bullion and sterling securities of less than two-fifths of 
the total assets. The rate of the tax will increase with 
every diminution of the proportion of the gold and sterling 
assets, subject to the maximum rate of 6 per cent. 

(6) The bank is under an obligation to supply different 
forms of currency. It is required to convert all bank notes 
and the existing volume of currency notes previously 
issued by the Government of India into notes of smaller 
denominations or silver coins in such quantities as may in 
the opinion of the bank be required for circulation. The 
Governor-Goneral-in-Council shall supply such coins to 
the bank on demand. 

Exchange obligaliont of the Retenre Bank 

The Reserve Bank is required by the Act to buy sterl¬ 
ing and to sell sterling with a view to maintaining the 
stability of the.rupee-sterling ^exchange nte at la 6d.. It 
is also required to devise a suitable monetary standard for 
India in collaboration with central banks elsewhenii once 
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the international monetary situation becomes more stable 
than it is. 

* 

Obligation of scheduled banks to the Reserve 
Bank. 

Commercial banks having a paid-up capital and reserves 
not being Hs. 5 lakhs are generally included in the list of 
member or scheduled banks. At present, there are some 
fifty scheduled banks. Every such bank is required to 
maintain with the Reserve Bank a balance the amount of 
which shall not be less than 6 per cent, of its demand 
liabilities and 2 |)cr cent, of its time liabilities at the close 
of the business on any day. This provision enables the 
Reserve Bank to centralise the banking reserves in the 
country in the interest of credit control as well as to 
i)rovide, however partially, for the liquidity and safety of 
the deposits of the member banks. Again, each scheduled 
bank is required to send a weekly return both to the 
Reserve Bank and the Governor-General-in-Council a 
balance-sheet showing its total assets and liabilities in 
every possible detail. Provincial co-opprative banks, 
though they arc not required to maintain any balance at 
the Reserve Bank, may also be required to supply all 
necessary informations to the Reserve bank. 

The Reserve Bank and the Imperial Bank. 

Under the Act, the^Reserve Bank has entered into an 
agreement with the Imperial Bank of India* which will 
last for a period of 4 hi 0 ea years in the first instance and 
which wilt remain in fdree ther^fter, unless terminated 
after 5 years’ notice on either side^ provided the Imperial 
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bank maintains a sound financial position. Under the: 
Agreement, the Imperial bank is to be the sole agent of 
the Reserve Bank at all places within British India where 
there is a branch of the Imperial Bank and where there is 
no branch of the Banking Department of the Reserve 
Bank. The Imperial Bank is to maintain tho existing 
number of branches and can not open a new branch in 
substitution of an existing branch without the previous 
consent of the Reserve Bank. The Reserve bank is to 
pay for the first ten years to the Imperial bank a commis¬ 
sion on the amount of the business transacted by the 
latter on behalf of the former as well as a consolidated 
amount in consideration of its maintaining its existing 
branches which will be Rs. 9 lakhs during the first five 
years, Rs. 6 lakhs during the next five years and Rs. 4 
lakhs during the next five years. 

The Reserve fund. 

Since the Reserve Bank is not a dividend-earning 
concern and since the maintenance of an adequate reserve 
fund is necessary both for covering depreciation in the 
value of its assets as well as for promoting general confi¬ 
dence in the banking system of the country, it has been 
laid down that out of net profits of the Reserve Bank 
dividends at the rate of not more than 5% on the share- 
capital should be declared at the first instance. If there 
is a surplus, so long as the Reserve fund is less than the 
share-oapitali at least Rs. 50 lakhs of the surplusi or the 
whole of the surplus, if it is less than that amount, should 
be allocated to the Reserve fund. After that an ad^tiond 
dividend may be paid on a fixed scale subject to the: 
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maximam consdidated rate of 6 per cent, while the 
balance will be paid to the Govemor-General-in-Council. 

The Reserve Bank Rate. 

The Reserve Bank is required to publish from time to 
time the standard rate at which it will buy or rediscount 
bills of exchange or other relevant documents which are 
•clearly defined by the Act. It has got the discretion to 
discount agricultural bills at concessional rates. 

The weekly Return. 

The Reserve Bank is required to submit a weekly 
return to the Governor*General-in-Council of the account 
of the Issue and the Banking Departments. It is also 
required to submit an annual account to the aforesaid 
Authority. 

Agricultural Credit Department. 

The Reserve Bank has in fulfilment of its statutory 
requirement opened an Agricultural Credit Department 
the functions of which are two-fold: (a) Maintenance of an 
expert staff to study all questions of agrictrltural credit, 
which is available for consultation by all public authorities, 
provincial co-operative banks and other banking orgnnisa- 
.tions. (b) Co-ordination of the operations of the bank in 
•connection with agricultural credit The Reserve Bank 
was also required to publish a report on the working of its 
Agricultural credit Depait^nt within three years of its 
inauguration which Report was published in December 
1937, We give below a brief summary of the relevant 
observations in the nfere-mentieiied Statutory Report 
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The Reserve Bank and ttie co-operative movement 

After giving a brief critical review of' the iMresent 
position of the co-operative movement in the countr}’ 
the Statutory Report deals with the problems of co-ordina¬ 
tion between the Reserve Bank and the co-operative 
credit societies. At the very outset, the Report emphasises^ 
the necessity for the Reserve Bank to maintain large cash 
reserves in order that it might be a successful bankers’ 
bank. Since the cash reserves of the Reserve bank are 
intended to benefit the scheduled banks in the times of 
emergency, they can not obviously be locked up in forms 
of business which the scheduled banks tliemselves would 
not undertake on account of the risk, the length of the 
period, the lack of liquidity or other reasons. It is there¬ 
fore obviously impossible for the Reserve bank to lend to* 
agriculturists direct or to advance large sums to co-opera¬ 
tive banks for being lent out to cultivators as a matter of 
course. The Government alone can do this. Co-operative 
banks, therefore, must increase their own cash reserves* 
by fighting the hoarding habits of the people. The Reserve 
bank can help only indirectly by making the banking 
system in the country both safe and stable, which it can 
only do by maintaining adequate liquid reserve. The* 
Report concludes by observing that the excessive expecta-^ 
tions of assistance from the Reserve bank are due to some* 
misunderstanding and by explaining clearly the terms on 
which the Reserve bank is authorised to lend to ptpvincial 
co-operative banks and central land^mortgage banks^ 
declared to be inx>yincial co-operative banks. . Thr 
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Reserve banks can make advances in the following' 
manner:— 

M 

(a) Loans or advances to provincial co-operative' 
banks and central land mortgage banks declared to be* 
provincial co-operativo banks for ninety days against' 
Government paper, against approved debentures of recog¬ 
nised land mortage banks which are really marketi^ble* 
and declared to be trustee securities. 

(b) Loans or advances to provincial co-operative banks 
for ninety days against promissory notes of central co-^ 
oi)erativc banks and drawn for*6nancing seasonal agricul-^ 
tiiral operations, or against promissory notes of approved 
co-operative marketing or ware-housing societies endorsedfi 
by provincial co-operative banks and drawn for the market¬ 
ing of crops, or on the promissory notes of provincial co- 
oi)erative banks supported by ware-house receipts or pledge* 
of goods against which a cash credit or overdraft has been' 
granted by the provincial co-operative bank to marketing 
or ware-housing societies. 

(c) Rediscounting of promissory notes of^ central and 

mortgage banks maturing within nine months, drawn for 
hnancing seasonal agricultural operations^ or of promissory 
notes of approved co-operative marketing or ware-housing 
societies endorsed by provincial co-operative banks and 
drawn for the marketing of crops, and maturing witbinK 
nine months. ' 

The Referee Bank mndiiidigeiioiif benkerf. 

It is a well-known fa^ that by far the most over-' 
whelming portion of onr total rural credit facilities 
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oflered by the indigenous bankers whether professional like 
-the Banias or Sahukars or private individuals. As these 
money-lenders, however* charge exorbitant rates and are 
not very scrnpulons in their methods and practices, public 
opinion has been very restive in this respect. The evils 
of indigenous banking have been sought to be remedied 
in three different ways : (a) Reduction or cancellation of 
old ancestral debts which have assumed colossal propor¬ 
tions ; (b) establishment of rival credit institutions which 
offer loans at a relatively cheaper rate of interest, and (3) 
Regulation of indigenous banking activities. 

As regards the first, the statutory Report while jnstify- 
dng legislations aimed at the scaling down of old debts, 
•emphaske the recognition oF the fact that they are essen¬ 
tially emergency measures to be justified only by the 
occurrence of unusual circumstances. It also recommends 
ihe enactment of simple rural insolvency law for dealing 
with the cases of hopelessly involved cultivators. 

Regarding the second remedy, co-operative credit 
societies and land mortgage banks have already been 
ostablished, though the number of the latter is still hope¬ 
lessly inadequate. All that is necessary is to re-organise 
the existing institutions with a view to making them more 
useful and business-like. 

Lastly, we have to deal with the problem of the regula¬ 
tion of the indigenous bankers. The Central Banking 
Inquiry Committee expressed the hope that when the 
Reserve Bank of India would be established, the' indlge- 

netm bankers would be linked with tlm apex bank and 

* 

thereby get advances and re-disoount facilities whic^ 
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go a long way towards the eqoalisation of interest* 
I’ates throughout the country. The Statutory Report, 
however, makes it clear that nothing can be dmte by ^ 
Reserve Bank unless the indigenous bankers set their own 
house in order. Indigenous bankers may be treated as 
scheduled banks only when they develop the deposit sido 
of their business, develop the practice of discounting bills 
instead of making clean advances as at present, publish 
their accounts, confine their activities to banking (iroper, 
and adopt generally modern banking methi^s. 

Conclusions. 

Since the Reserve bank of India has come into 
existence for little more than three yearsi it is hardly 
proper on our part to criticize its activities in any great 
detail. A few general observations, however, may not be 
inappropriate. The Reserve Bank, though technically free 
from all political pressures, looks very much like a gramo¬ 
phone of the Bank of England in its actual operation. It 
has assumed an unduly conservative view of its duties and 
it appears to be more attached to the so-called principles 
of sound finance than alive to its great responsibilities for 
the economic transformation of India. The establishment 
of the Reserve Bank seems to have made very little altera¬ 
tion to the status quo in our banking system. What India 
wants today is a raiad development of diverse types of 
credit institutioas auswering the different crying needs^of 
^ Indian people, partieniarly of the ag^ieiiltarisls. 
Although we do not bdieve (hat the establishment of the 
Reserve Bank can become a panacea for all onr economia 
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ills, we did expect that a new era would be iiiauguratedf 
with its firm establishment* So far, however, practically 
nothing has been done. The Reserve Bank has done nothing 
to re-oiiganise and co-ordinate the activities of indigenous- 
bankers beyond giving some cheap conventional advice, to 
promote an open bill market in India, to develop the use- 
of rupee import bills, to stimulate the exchange banking 
activities of Indian joint stock banks, to conserve the gold 
resources of the country, to regulate the value of the- 
monetary unit in the face of world-wide monetary chaos, 
and even to rim to the rescue of one of the biggest of its 
scheduled banks when i t fell upon evil days. The favoured 
l^osition of the Imperial bank is still being largely main¬ 
tained, while the Indian joint stock banks have been 
definitely cold-shouldered. Thus the Reserve Bank has 
so far failed to take a dynamic view of its manifold 
obligations. It is to be hoped, however, that in future the 
Reserve Bank will learn to get away from its present 
conservative and re-actionary obsession and will play the 
part it was expected to play in the banking development 
of the country. 

Coacluding observationa on the Indian 
money-market. 

We have completed our brief survey of the different 
constituent elements of the Indian money-market. Before 
concluding this chapter, we now propose to glance at the 
picture as a whole in order to point out the main gaps 
9hat are yet to be filled before the Indian banking system 
can take its rightful place alongside other great banking 
systems in the world* 
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To begin withi the money-market of a country refers to 
ithat special organisation by which the work of supplying 
money and credit is carried on. In its widest sense, it inclu¬ 
des not only the short-term loan market, but also the long- 
*term loan market,the foreign exchange market, the discount 
market and the investment market. An ideal money-market 
should fulfil the following criteria; it should be 

4infit6d and properly co-ordinated, i.G«, there should be some 
more or fixed relationship between different interest-rates 
charged on different types of loans and against different 
types of securities and all the different credit institutions 
•should be amenable to control by one Central Monetary 
Authority which is to act, so to say, as the conductor of 
the orchestra. Secondly^ it should possess liquidity, i,e., 
it should be easily possible to convert more or less frozen 
assets into liquid cash on relatively easy terms. Thirdlyt 
it should have mobility, i.e., funds should be capable of 
•being evenly distributed between different places within 
a country and between different types of business enter- 
fpriscs. Fourthly, it should have elastidiy, i.e., there 
should be some machinery for relieving monetary 
•stringency in the busy season and absorbing redundant 
funds in the slack season. Fifthly, it should enjoy 
.stability, i.e. the money-market should be protected 
alike from the gusts of undue optimism and the blizzard 
•of undue panic and pessimism. Lastly, it should have 
^adequacy, le. there should be an adequate number of 
-credit institutions answering aH legiUnui^ credit require* 
anents of the people for diffsient porpoees. 

Judged by the above critwia, tkss Indian money-mai!|»t 
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is one of the most imperfect money-markets of the worldr* 
although its position today is certainly better than 
formerly, thanks to the establishment of the Reserve* 
Bank of India. In the first place, co-ordinatimi and 
unification are largely conspicuous by their absence^ 
although we have got a Central Bank in our midst for 
the last three years. This is largely due to the reluctance 
of the Reserve bank to forge a connecting link with the 
innumerable indigenous banks and bankers in the country 
who are still resi^onsible for nearly 90% of our total 
available credit facilities, until and unless the latter 
modernize their methods so as to approximate to the 
conditions of joint stock banks. Although we can easily 
sympathise with the fears of the Reserve bank in esta¬ 
blishing direct contacts with indigenous credit institutions 
whose business methods do not approximate to accepted 
banking standards, we can not but deplore the fact that 
no compromise solution has yet been attempted in the 
interest of a unified money-market in India. In our 
opinion, the Reserve bank of India forfeits all reismi d^etre 
for its existence, once it declares its instability to arrive at 
some sort of linking arrangement with our indigenous 
bankers. It is no more possible 4;o control the Indian 
money-market without the active co-operation of our 
native credit institutions, than it is possible to play 
Hamlet without the Prince of Denmark. As things stand 
today, there is no relation between the baxaar hundi-rate* 
and the Reserve bank rate. The latter might remain 
fairly stable for a long p^od, bat the former may move* 
widdy aooording to the monetary demands of difiecent^ 
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seasons and in different places. In this respect, the- 
London money-market presents a remarkable contrast. 
There the vanous money'rates follow the lead given by the ^ 
Bank rate which sets the tempo for all. 

The absence of a properly developed bill market is also ■ 
largely responsible for the lack of elastility and liquidity 
in our money market. It has also largely helped to 
maintain the existing gap between the European and the 
indigenous sections of our money-market. Various factors 
have conspired to prevent the growth of ^n Indian bill 
markef, such as the absence of bank acceptance businessy 
the drawing of sterling bills both for exports and imports,. 
a baffling variety of customs as regards hujidis, heavy 
stamp duty on bills, lack of proper ware-houses, prevalence 
of cash credit and over-drafts in our inland trade finance, 
the banks’ preference for investment in Government 
paper, and lastly the unwillingness of the commercial 
banks to disclose the secrets of their bill portfolio to the 
Imperial bank which was a formidable rival bank despite 
its Central banking functions. So far, however, the 
Reserve bank has done very little to promote the develop¬ 
ment of a bill market, beyond recommending a substantial 
reduction in the stamp duty on usance bills. The Bank 
must take more active steps in order to promote the use 
of rupee impcNt bills, to stimulate the development of 
bank acceptance business, and toV-include the indigenous 
banks in^the list of scheduled banks, before a bill market, 
BO vitally necessary for the liquidity and control of credit 
money, can come into existence. In the absence of a bill 
market the Bank Rate in India can not have the same" 
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•fligaificanoe as in England, nor can the Reserve Bank 
•saccessfully carry out open market operations so long 
as the indigenous bankers are not brought into some 
•organic relationships with the former. 

India has also suffered much from seasonal monetary 
•stringency in the past. The excessive demand for accommo¬ 
dation in the busy season lasting from November to June 
when the harvesting and movement of crops take p]ace> 
has been invariably followed by higher interest-rates. 
As the busy season also coincides with the festival (Holi 
•and Dewali) and marriage season, the demand forioan is 
•still further intensified. The abolition of the Reserve 
Treasury system in 1921 whereby Government balances 
are available for circulation, the provision,for the issue of 
'emergency' paper currency adopted since 1020, the new 
•system of purchase of sterling by public tender whereby it 
is possible quickly to expand currency in the busy season, 
^all these steps have contributed to the easing down of 
-the monetary stringency in the country. Above all, the 
^establishment of the Reserve bank registers a definite 
stride forward. For instance, the Reserve bank has 
regulated the purchase and maturity of Treasury bills in 
such a manner as to absorb redundant currency in the 
• slack season and to release additional currency in the 
'busy season. Moreover, the Reserve bank, being the 
bankers' bank, with the right of issuing notes, discounting 
1^8, making advances and of conducting open market 
^alterations, can easily mithiate monetary stringency, 
^ only the money-mariret'of India becomes properly 
nmified, ... 
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Lfi^ but nod; the leaet« the Indien money market is nefr 
:yet adequately developed. While there is a banldog ofliof 
dn the U. S. A. for every three thousand of the population 
rand in the U.K. for every five thousand, in India there is 
it banking o£Bce available for as many as every four lakhs 
-of the population. Then again, whereas bankdepositi 
i)er capita are about Bs. 1125 in the U. S. A. and Bs. 700 
in the U. K, the corresponding figure for India is lees 
than Rs. 7. Such low deposits of Indian commercial banks 
are, of coursot largely due to the low income per capita of 
the Indian people, but they^are also partly due to the lack 
•of properly developed banking habits in India. The 
Indian public have a great preference for the so-called 
safe investment in Grovernment paper, lands, buildings, 
ornaments etc. We may also add that the past failures of 
a large number of Indian joint stock banks had much to 
do in bringing about the present public distrust of bank¬ 
ing deposits. For a proper development of banking in 
India many things have got to be done. In the first placet 
there must be a rapid all-round economic development of 
the country which is a fundamental condition for any large 
scale improvement of our banking system. Secondly, the 
number of banks or of the branches of banks has got to be 
multiplied several times before . banking facility may be 
available to all and sundry, care being taken for a pcop^ 
regional distribution of banking institutions throngho^ 
ihe country. Again to inspire puldic confidence in tbe 
baid», it is necessary thoimighly to re-organise jthe 
Jobtetock banks so that public confidence may no longur- 
.be shaken by sensational bank failures. The BoNinre 
44 
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Bank, tcjp, must recognise its tremendoas responsilniity in 

this respect and be prepared to help readily all solvent' 

* 

banks in their moments of sudden crisis. 

Further, the Indian banking system must be enriched 
by a variety of financial institutione answering the 
difierent banking requirements of the public. The little 
banking development that has so far taken place has been> 
almost exclusively in the direction of commercial and 
co-operative banks. But wc also require^ and that veiy 
urgently, a net-work of industrial banks which will play 
the same role in the industrialisation of the country ae 
is done by the industrial banks in Germany and Japan. 
Wo also recognise that the Reserve Bank can be of very 
great help in this regard as well. 

Lastly, the number of land-mortgage banks h&s got to' 
be rapidly multiplied if we want to bring about a general 
revival of agriculture which is and perhaps shall always 
continue to be the major industry in India. Co-operative 
banks must also learn to stand on their own legs and 
must not be any longer dependent upon official spoon¬ 
feeding, if they are to play their appointed role in India. 

Above all, we must put an end to the existing domina^ 
tion of foreign vested interests in our economic life. The 
foreign Exchange banks must be compelled to confine their 
activities to the exchange business proper and their right 
to receive deposits in India must be strictly restricted. 
The Reserve Bank must' also take proper steps for safe- 
,,fnarding the interests of Indian depositors of these foreign 
^ Banks. Steps should also be taken to encourage ImBan 
wrtidpation in this Idorative forei^ exchange bosiaeSB.. 
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The Imperial Bank ekoald also be transformed into a tmly 
national institution and its privilged position vis*a-vi6 
other Xkidian * commercial Banks’ should be ended* There 
is absolutely no reason why the agency woi^.of, the 
Reserve Bank should not be distributed among all the 
Indian commercial banks including the Imperial Bank of 
India. 

Such then is the brief outline of the picture of ' the 
ideal money-market which we envisage. Compared to 
that ideal, the situation today is very miserable indeed. 
Yet, there is nothing unattainable in that ideal, provided 
we have got the necessary amount of will and enthusiasm. 
It is perhaps futile to expect the Reserve Bank of India, 
as it is organised at present, to play the dynamic role 
.which it must play for bringing about that high consum¬ 
mation. A free India, however, can not be a silent 
spectator and must get rid of all obstacles, whether foreign 
or indigenous, which stand in our way. 



CHAPTER XXII 

INDIAN FINANCE AND TAXATION. 

Evolntion of Fodoral Fioanee. 

Till the year 1833 the financial system of the threO 
Presidencies of Bengal* Bombay and Madras* remained to 
some extent separate and distinct. At the same time, 
however, such separation was not very rigid in as much 
AS the surplas revenues of one province, notably those of 
Bengal, were freely utilized for wiiang out the deteits 
occurring in other provinces. The Charter Act of 1833, 
however, established centralization, both administrative 
and financial, with a vengeance. The provinces were 
deprived of all powers of taxation, and even the smallest 
item of provincial expenditure had to be sanctioned by the 
Central Government. The Provincial Governments only 
obtained fixed lump-sum grants every year, the amount of 
which depended largely upon the bargaining power of the 
respective provincial governments. The result was any¬ 
thing but healthy or salutary. There was no incentive 
towards economy, as a deficit budget in one year was the 
strongest argument for securing bigger doles in the sub¬ 
sequent year. On the other hand, economy in provincial 
expenditure was almost invariably penalised by reduced 
contributions in the subsequent years. Thus centralizarion 
had the most demoralizing efifect upon the whole spirit of 
provincial administtttioii. 

It was not till 1860-61 that it was officially felt that a 
system of barren uniformity and-pedantic ceqlvalizatiois 
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was uDtoited to a oottotry like India with vast continental 
dimensions and with greatr diversity of local conditions. 
Mr. James Wilson, the first Finance Member of India, was 
the first high official to give vent to this feeling. 
Plroposals for decentralization were also made by Mr. 
Wilson’s successors, namely Mr. Samuel Laing, Mr. 
Massey, and Sir Richard Temple. Nothing, however, 
could bo done owing* to stubborn opv>osition from the 
Secretary of State for India, although the principal motive 
behind all these proposals was the relief of the Central 
finance. 

I 

The first step towards decentralization, however, was 
taken by Lord Mayo’s Government in 18 iO. The Govern¬ 
ment of India reserved to itself all the sources of revenue. 
The Provincial Governments were given fixed grants 
which, however, they might supplement by means of 
additional taxation. The practical result was anything 
but desirable. The grant of the power of additional 
taxation could hardly make for economical administration 
in the provinces. It could only result in increased burden 
on the poor. 

The second step was taken in 1877. This settlement 
assigned to the provincial Governments financial control 
over services connected with general administration, land- 
revenue, excise, stamps, law and iustiee, and at the same 
time gave them the revenues raised from law and instioe, 
excise, stamps, and some miscellaneoas items. The third 
great step .was taken in 1881 when a new princi(fie w»a 
adopted wherl^ the Provincial Governments were to 
receivo a certain, proportion ef the Imperial revenue 
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instead of getting a fixed Bum of money from the Ocntraf 
Government to make good aify excess . of provincial 
expenditoro over provincial receipts. According to this 
settlement, certain heads of revenue were either wholly 
Imperial or wholly Provincial, while others were divided 
between the Central and the Provincial Governments. 
Uptil the war, this arrangement more or less persisted, 
though with some modifications notably in 1904 when the 
system of provincial contracts was declared to be more 
or less permanent. 

Indian Finance under Uie'Mont-Ford Reforms. 

The Government of India Act of 1919 tried to solve tho 
problem of Indian finance by mrans of a more or less com¬ 
plete separation of Central and Provincial heads of revenue 
as well as expenditure. The most important Central 
heads were as follows: Income-tax. customs, certain 
central excises (e.g., on match, sugar), Railways, Sal^, Pro¬ 
fits of coinage, Tributes from Native States, opium, net 
receipts from Posts and Telegraphs, and certain miscella¬ 
neous receipts. The most important Provincial heads of 
revenue wore Laud rcvQiiue, Stamps (both judicial and 
commercial). Registration, Forests, Irrigation, and certain 
miscellaneous receipts. The total income of the Central 
Government in 1921-2 amounted to Rs. 115*21 crorcs, 
customs having contribnted Ra. 34*41 crores. Income tax 
Rs. 18*74 crores* salt 6*34 crores, opium 3*07 crores, and 
Railways 15*21 crores. The total income of the Provincial 
Ghivemments under the Act of 1919 roughly appro.xi- 
ipated to Rs; 80 crores, Land'revenue contrlbntkig’Bs; 2^ 
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«rore^ oxcise 14 crores, stamps 11 crores. Irrigatum 8 

<;rore8f Forest 3 crorcs, and Registration 1 crore. 

* • * 

The Meston Award 

The complete separation of Central and Provincial 
Hoads of revenue resulted in a Central deficit of Rs. 9*83 
Kjroros, which had to be provided for by a scheme of 
ITrovincial contributions to the Central Exchequer- 
Accordingly, n financial Relations Committee was appoint¬ 
ed in 1920 with Lord Meston ns Chairman to consider 
this and other allied questions. The Meston Committee 
recommended a system of initial contributions which were 
to bo gradually reduced over seven years to certain 
standard contributions from the Provinces to the Centre. 
The initial contributions were based uixm the increased 
spending power of the Provinces due to the now distribu¬ 
tion of revenue heads, and the only consideration borne 
in mind was that no province should be compelled to 
resort to fresh taxation or be faced with a deficit because 
of the contributions. The joint Parliamentary Committee 
ihad recommended that in no case should a Province be 
required to pay more than in the first year and that the 
•standard contributions should be reached by gradual 
reduction in the aggregate central deficit, the relief being 
:givon to those Provinces whoso initial contributions were 
in excess of their standard contributions and in proportion 

* t j 

•of such excess. 

« 

The. Meston Award caused a great dfs-satisfaction to 
ihe dififbreut Provinces, owing to the arbitrary nature df 
ihe, method upon which it was based. Increased revenues 
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could not be a scicntillo proof of Increased capacity for 
tbo payment of doles to the Central Goyerni^ent, irrespec¬ 
tive of the heeds of the different Provinces. Madras, the* 
United Provinces, and the Punjab suffered most, as their 
contributions, both initial and standard, were rated at 
very high figures. Moreover, the Meston Award was 
based upon false hopes of comfortable Provincial surpluses 
which never materialized in actual life. Thanks, howeverr 
to the gradual improvement of the Central finance, it was 
found possible to grant substantial remissions in 1925-26^ 
still further remissions in 1926-2 i, complete suspension im 
1927-8, and compicte relinquishment in 1928-9. 

Critical evaluation of the Financ dittribution> 
under the Mont-ford Reforms 

The process of financial decentralization first initiated 
by Lord Mayo’s Government in 1870 was carried to its- 
fullest logical extent by the Government of India Act of 
1919. The Joint Parliamentary Committee, however,, 
seems to have tried to solve the problem from the wrong 
end, in as much as they fancied that it was not possible 
to grant financial freedom to the Provinces without a 
complete separation of Heads of revenue. The rig ht 
approach, pe Aaps. would have been, if separation, of 
rntE ^ than separation of sources, were insisted 
tf^n." ThO Committee also smms to have assumed that 
there is a natural Jine of demarcation between the 2 
Provincial and Central sources of revenue. A symmetri- 
cal treatment was meted out to all the Provinces, no 
consideration having been pkid to the elasticitici of thw' 
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different Heads of provincial revenne* or even to the* 
needs of the different provinces. For example* Land 
Revenue, which became a provincial source of rcvenuer 
meant quite different incomes in Bengal where Permanenli- 
Settlement prevailed and in Madras which was mostly 
on temporary settlements. Again, as income-tax waj^a^ 
Central source of revenue, industrial provinces MkelBedial 
and Bombay which contributed mostly to the income- 
tax revenue suffered most compared to the aqriculturiil* 
provinces like Madras and the United Provinces. There 
was a further clement of incongruity in the fact that the 
development of industries was mainly a concern of th e 
Provin ciaf^Udvernments, although the principal benefit' 
f rom CTu ^r^za tionTnamely mcraaedll ^^ incomegtax^ 
"was to acc rue to the Central Government! Again, the 
'Joint Committee gave practically all the clastic s ources of 
revenue like Income-tax and Custoi^to the Centr al 
^vernments although its expenditure was by no means- 
elastlc and was in fact capable of great reductions* while 
Provincial Governments were given highly inelastic 
sources of revenue, like land-revenue and excise, although 
expenditure was largely expensive in character, the 
nation-b uilding Departme nts being provincial subjec ts, 
'^mong the pr^indal heads of revenue, Lan^revenue 
was highly inelastic in the permanently settled areas- 
while in the temporarily settled areas it presented a very 
ptrong case for reductlpn if the ryots woie to be- 
iellev4)d«-oithmr»m!ii^ burden of iiazaticHi. Excise was* 

a tainted source of revenue and it codd only flourish with 
the increasing drunkenness of tho public, a not very 
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enviable prospect. Stamp, particularly judical stamps, was 
t)ot a desirable source of revenue, as it could thrive only 
with an increase in the litigious spirit of the puUic. 
‘Commercial stamp was comparatively elastic, but there, 
was a clear case for it being centrally levied, though for 
the bencBt of provinces, in the interest of uniformity 
•of treatment of all commercial concerns throughout India. 
Registration was also theoretically clastic, but it could 
yield increased revenues only very gradually. Forests 
and Irrisration similarly could not yield increased revenues 
unless a largo amount of capital was initially invested. 
■Thus, the provinces fared very badly under the financial 
-settlement of the Mont-Ford Reforms, 

Bengal, in particular, nursed a special gricvanco as 
•she was deprived of the yield of the jute o.Kport duty, 
although jute was virtually the monopoly of Bengal, and 
the Bengal Government had to see to the proper develop¬ 
ment of the jute industry, bo ^ in its ra\t nnd manufac¬ 
tured forms. Deprived of its very substantial revenues 
from Income-tax, jute export, and customs in general, 
Bengal became one of the devastated areas in India, 
suffering perpetually from deficit budgets, although her 
contributions to the Central Exchequer were almost 
(exemplary. 

Analyvit of the difforent Heads of revenue. 

1. Catoms. 

^ i 

In the early days of the Company rule, there wero 
^innumerable customs barriers'affecting the inland trade 
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of the country, besides u low flat rate affecting the exiiort 
und import trade of the country. The first task of the 
East India Company was to destroy those inland transit 
duties in the interest of a unified economic market in 
India. As regards imported goods, before the Sepoy 
’Mutiny, there was an import duty of n per cent on 
finished goods and 31 per cent on raw materials. These 
ordinary rates, however, .applied only to British goods. 
‘The duties on non-British goojs were double the rates bn 
British goods. Besides, uptil 18 tS discrimination was 
made against goods carried in ships of non-British nation¬ 
ality, which had to pay double the duties paid by goods 
carried on British ships. In the Post-Mutiny years, 
however, the general rate of imj^ort duty was raised to 10 
IXir cent ad valorem applicable to all goods, British and 
non-British. At that time, the Free Trade principle was 
triumphant in England. Naturall}’, therefore, British 
rulers in India were guided by the dominant ideology at 
Home, and as such they wanted to reduce import duties 
as far ns possible. The general rate of 10 per cent was 
reduced to 71 per cent in 1861, to 5 per cent in 1875 and 
was completely abolished in 1882, though after the resig¬ 
nation of one Govcrnor-GK!ner.al who wanted to retain 
the duties on cotton imports for dnancial reasons, but who 
was over-ruled by the then Secretary of State for India, 
acting as the champion of Lancashire interests. In 1804, 
however, owing to budgetary difficulties, it was found 
nocessary to impose a general 5 per cent ad valorem 
•duty on all imports except cotton yarn and ootton ptoeef 
^poods, the exceptbn bolng again in Lancashire’s 'interest;’ 
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As the budgetary difficulties still continued to exist, it« 
was no longer possible to exempt Lancashire goods. To* 
please Lancashire! however, counter-vailing excise duties 
were imposed on Indian cotton yarn and piece-goods,, 
although there was hardly any competition between 
British and Indian cotton goods, Lancashire having 
specialised in cotton of higher counts. This piece of 
deliberate handicap to Indian cotton interests to satisfy 
not the mated.tl interests of Lancashire but her prejudice- 
and jealousy sent a thrill of indignation throughout the 
length and breadth of India, and was in fact responsible 
for the close alliance between Indian nationalism and the 
Indian cotton interests which is by no mc.aas over to-day. 

The Great war, which changed the face of the earth 
so much, was also responsible for various revolutionary 
changes in the Indian tariff system. For sheer revenue 
reasons, duties on various types of imports were continu¬ 
ally raised, those on luxury goods like motor cars,, 
cinema films, watches, etc. being raised to as high as 3U 
per cent ad valorem in 1922-3, The war also witnessed 
the introduction of new export duties on jute, tea and 
hides and skin» In the pre-war period, there was a 
general duty of 3 per cent on practically all exports up 
to 1860. Since 1860, however, in conformity with tho 
prevalent laissex-faire ideas, export duties were progres¬ 
sively reduced and ultimately practically abolished. 

In the Post-war. period, the importance of customs aa- 
the largest single source of revenue to the State has gener¬ 
ally been maintained, the yield from. customs Hbeing as- 
liigh as Rs. 5117 crores in 1931-5, compared to Rs. 1113- 
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•crores in 1913-14, Rb. 1318 croros in ldl849i Ba. 84*41 
erores in 1921-2, Rb. 47'78 orores in 1925-26. In t he Poat- 
l yar cnstoms syatem , however, t wo changes have appeai?ed . 
Firetithe adoption of the policy of diecriminating protee*- 
tion by India following the recommendation ol the Indian 
iFiscai commisgio ii. Secondly, the virtnal introdncl^on of 
-the policy of I mperial prefere nce at first by small inetal- 
ments andTater on on a ve ry comprehensive acale with the 
o onclusion ot the Ottawa Agreement and the Indo-Britlsh 
Trade Agreeniont. The policy of protectionism, in so far 
as it becomes successful, is found to affect the revenue 
from customs, in as much as the protectionist ideal re¬ 
quires the minimum foreign imports which necessarily 
mean greatly reduced customs revenue. Secondly, the 
p(^icy of Imperial preference, in so far as it succeeds 
in transferring Imports from foreign countries to the 
^(ireferred Imperial countries, must also tend to diminish 
customs revenue. In actual practice, however, customs 

I 

revenue has on the whole increased rather than diminished 
inspite of our adherence to the protectionist mm prefer- 
•cntial system. Nevertheless, the Government of India 
have already resorted to an effective offset against the 
.possible > diminutkti of custonra revenue in the shape of 
•certain central excise duties on sugar and matches. It 
isako clear that in view of the principle of national self- 
-sufficiency which is finding an increasing number of 
adherents all the world over, the future ^f customs 
revenue is none too bright. That means that India will 
have to depend less and less upon customs revenue which 
t(^sy is the principal pillar of our central finance. 
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II. Income-tax. 

» 

I ncome-tax was first imposed i n India for five years in? 
I860 to j aeet the financial burdens of the Sepoy Mutin y.. 
Income then mcludod agncuitural income. In 1667 
another Act was passed imposing a license tax on trades- 
and professions, excluding, however, agriculture^ This 
tax was Brst imposeH^T Eve years, and then it was 
r enewed in 1877 a nd it continued to exist in some shape* 
or other till 1886 w hen it was converted into an income- 
tax applying to British India as a ^ ok AttemptVa^ 
tEonTmadoto include agri^lture incomes within its scope,, 
but thanks to the relentless opposition of the Zemindars- 
who regarded the attempt as a violation of their funda¬ 
mental rights under the Permanent Settlement (a perfectly 
groundless objection in view of the fact that the first In¬ 
come-tax Act included agricultural income8)i agricultural, 
incomes were exempted from such taxation. According, 
to the "Income-tax Act of 18867 annual Incomes between. 
Rs 500 and Rs. 2000 were to be taxed at the rate of 4 pics- 
in the rupee^ while on incomes over Rs. 2000 and on all- 
profits of companies the tax was 5 pies in the rupeei there- 
being no further gradation in the tax. In^ l903 , owing 
to a favourable condition of the central budget, the* 
ex^ption limit was raised to all annual incomes between . 
Ra S Wand Rs lOOo. Before the war, income-tax yielded 
dhlylSs. 3 crores per annum. The ncher classes were taxed, 
very lightly, there being n o super-tax or progreMti^n . 
Duingthe war and the Post-war perio d, however, bo^ 
super-tax and the progreemve principle were introdnced. 
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while the machinery of income-tax was greatly improved 
in 1918. In 1919 the ex emption limit was raised to all 
incomes bddw Ha. 200(ra year, while an exccss-profite 


incomes below Ke. 2UW a year, while an exccss-proii te 
tax was imposed on business inebmes in excess of Rsr 
SOtOOO. In 1921 and 1922, still steeper progression was* 
IHtrdSuced both ih the'^ale of ordinary income-tax- 
and of super-tax. In 1931, in view of the great economic 
depression, a surcharge was imposed of ^ of the existing. 
rates of income-tax in the financial year 1931-2 and oi 


i of the existing rates in the next financial year^ The* 
eZ^^on limit was also lowered to incomes below ^s. 
1000. Since J.936, however the taxable minimum has been 
raised to Rs. 2000, while some redactions have been made* 
in the extra=Olidinary surcharges imixised during 1931. 

The Income-tax law, as it exists today, has been- 
considerably modified and modernized in the course of 
successive Income-tax Acts. Nevertheless, however^ 
compared to the Income-tax system elsewhere, a great 
deal of lee-way is still to be made. No discrimination iS' 
made between earned and.unearned incomeiToTE^een 
married people and bachelors, or between married people' 




without ch ildren. -The Vg^pe ^tax can be made even at M 
more progressive paiti(^ili3y when there is no deatMuty to- 
act as a snpp^emeniaiy deferred income-tax. Again- 
income from foreign inves tments is not yet taxed, though 
in J:;ngia nd and other countries, income nri ginating from- 
abtoS is taxed aTa progressive rate on the aecnial ha«g, 
"TTEBTastdefect, h owever, ia likudy to be reaaoved by the 
latest Income-tax bill which is lost nom being discussed 
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}in tile Indian legislature. Above all, however, the grayest 
defect of the Indian income-tax system is the exemption 
ipra nted to agricultural incomes. As India is largely an 
agricultural India* this exemption has virtually paralysed 
Indian income-tax as a source of revenue to the state. 

i 

It is preposterous that land-lords, particularly in the 
(Permanently settled areas, who are enjoying large annual 
incomes thanks to the mistaken generosity of Lord 
•Cornwallis should be allowed to enjoy exemption from 
income-tax, while the rest of the community with hard- 
earned incomes is made to submit to such taxation. It is 
gratifying to note that already in Bihar, thanks to the 
‘ Congress ministry, a bill has been iiassed imposing taxar 
tion upon landed incomes. A tax upon agricultural 
income is vitally necessary not only in the interest of 
justice ns between different classes of iieople, not only to 
provide essential additional revenues for the provincial 
governments who have to face the Herculean task of 
fundamental national reconstruction with incredibly 
slender resources, but also to prevent the diversion of 
capital towards landed investment, a tendency whi^ is 
so cicariy manifest on account of exemption from income- 
tax of all agricultural income. The exemptions enjoyed 
by other persons and bodies in India such as consuls, 
ambassadors, etc. of foreign Governments on grounds of 
political oottzteay, co-operative credit societies in respect 
4if their profits on economic grounds, and benevol^t 
iiiatitatioQs like the Rambriehna Mission, Servants of 
M India Society, etc., on social grounds, we have no 
.reasons to complain against 
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111 Salt-tos. 

The Salt-tax is one of the oldest taxes in India, beinf 
inherited by the British Government from its Moshul 
predecessors. Before 1882 the rate of the duty varied 
from province to province. In that year, however, a 
uniform rate of Rs. 2 per maund was imposed throughout 
India, which rate was raised to Rs. 2-8a8. per maund in 
1888. From 1888 to 1903 the rate continued to exist at 
-that high level, after which it was progressively reduced 
iio Re. 1 in 1907. At present the rate is Re. l-9as. per 
maund. 

There are principally two methods for levying the duty, 
'(i) The Government manufactures the salt or obtains a 
monopoly of the supply of salt manufactured by private 
individuals. The Government then sells the salt to the 
wholesale dealers on payment of the duty. (2) Secondly, 
the Government levies an excise duty on salt manu¬ 
factured by private individuals who are then allowed 
to sell it either to merchants or to consumers directly. 
The yield from salt generally varies from Rs. 6 to Rs. 7 
orores. 


Criticbm of the Salt-tax. 

The Salt-tax b perhaps the most unpopular single piece 
of taxation in India. Its unpopularity is due to the fa# 
that salt b one of the barest necessaries of life, consumed 
by the poorest equally wUh the richest among us. It b 
aberefore a most regressive form of tax, as the proportion 
of income spent upon the purchase of salt b InoCmparal^ 

45 
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greater in the case of the poor people compared to the 
rich. The salt-tax is also held responsible for the poor 
physique of the Indian- masses, as it has been found that 
every reduction in the salt-tax has been followed by 
increased consumption of salt. 

The official justification for the retention of the salt* 
tax has been at times ingenious and sometime purely 
opportunistic. It has been held for instance that the salt- 
tax is the only tax that is paid by every member of the 
community, a fact which can not help awakening a sense 
of political responsibility among the masses. We can 
only retort that for once the official apologists have mis¬ 
fired, as the argument of Mill that “some taxes should be 
felt by every member of the Communityapplies only to 
direct taxes. The salt-tax is a notorious example of an 
indirect tax and ns such it is not necessarily felt by the 
poor and illiterate masses. Moreover, even assuming that 
it is felt, we fail to realize how the disenfranchised 
millions of India can profit by a tax which deprives them 
of the barest necessaries of life and thereby help to emas¬ 
culate them still further. The only possible political 
effect of the salt tax, therefore, can be to embitter the 
masses against the alien bureaucratic government, It 
is by no means an accidental coincidence that Mahatma 
Gandhi with his uncanny insight into the heart of peasant 
India should have deliberately chosen to break the salt 
law in his historic Dandi march. The deliberate violation 
of the mlt law which forbids the private manufacture of 
aalt except under license had the greatest symbolic value- 
ip the Indian peasantry who have always looked upon the 
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mU tax as a concrete proof of their economic and political 
thraldom. . Opportunism, therefore, is the only argument 
that may be advanced in favour of the salt tax. It is 
highly desirable that the salt tax should be abolished the 
moment India becomes the mistress in her own house. 

IV. Opium 

Opium^ a source of revenue is a matter more of 
academic than of practical interest. In the three years 
before 1913 o pium yielded an average of R s. 8 cr orcs. The 
Government either manufactured opium in its own factory 
or imposed an export duty on opium sold out by the Indian 
states of Rajputana and Central India or simply imposed 
license fees on all opium meant for internal consumi)lion. 
China was the bigges t consumer of Indian opium. In 
19^ however, under pressure from Whitejmll, the Govern* 
ment of India entered into an Agreement with the Chinese 
Govefnrneiit whereby the former agreed to limit progres¬ 
sively its sale of opium to China with tc view to its 
ultimate cessation. As a matter of fact,* all exp ort of 
opium has cease d since J93S{ The only revenue from 
opium at present is derived from the limited consumption 
of opium in India pro.ier. As, inspite of the stoppage of 
Indian opium exports to China, China has not given up 
her hubit of opium consumption, the Agreement between 
the Government of India and the China Government has 
been condemned by some Indian critics on the ground 
that British righteousness has been satisfied at the expense 
^of India. There is a particttlar force in the aigumenlk 
that Britain has not so far hesitated to spread the drink-. 



708 


INDIAK ECONOMICS 


ing evil far and wide in India both in the interest of 
British manufactures of alcoholic drinks and. of excise 
revenue for the various Indian governments. British 
convictions about the evils of intoxication, therefore, 
can not be very deep or sincere. While with-holding any 
praise for the apparently self-denying ordinance on the 
part of the British Government, wo can not, however. 
rei)ent the loss of opium revenue, as being prohibitionists 
at home, we can not help being prohibitionists abroad. 

V. Excite. 

The excise revenue in British India is derived from the 
manufacture and sale^of intoxi cating liquors, hemp, dragg, 
opium and -aoum^ It is levied both in the form of duty on 
manufactures and of fees for sale licenses. In 1861-2 the 
InS excise revenue was slightly higher than Re. 1 crore. In 
1929-30, however, the net revenue exceeded Rs. 18 crores. 
Major |)ortion of this revenue is raised from the sale of 
country liquors. The usual system followed in regard to 
country liquor excise has been that of granting by contract 
the right of wholesale supply for a district and of auction 
sales of the right of retail sales. The excise policy of the 
British Government has come in for very severe criticisms 
from Indian public men of practically all shades of opinion. 
The Government’s apology has always been that its policy 
is to reduce the consumption of alcoholic drinks to the 
furthest possible extent by imposing high excise duties. 
If duties have not been higher still, it has been dne to the 
,epprahension that too high duties might easily lead to 
evasion, smuggling, illicit distillation, etc. Indian public 
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men, on the other hand# have always asserted that the 
Government’s excise policy has always been so adapted as 
to secure the maximum possible revenue. The fact that the 
Treasury’s gains are more than offset by the demoraliza¬ 
tion of the people did not deter the Government for a 
moment* Extremist tK>litical leaders have even ventured 
to express their opinions that the British Government 
deliberately encouraged the spread of the drinking evil 
in order to demoralize the people who could thus be kept 
in i)crpctnal subjection to the British rule in India. 

Whatever the real motives behind the excise policy of 
the British Government in the past, Indian opinion of the 
advanced school has emphatically demanded complete 
prohibition in India involving, of course, complete cessation 
of the excise revenue. In the Congress provinces 
particularly since the acceptance of office by the Congress 
ministers, the prohibitionist experiment is being made so 
far fairly successfully. The Congress ministers are at 
present trying to establish absolute i>rohibition in certain 
selected areas, before establishing it on the tnxivincc as a 
whole. The prohibitionist policy of the Congress applies to 
all except Europeans and aboriginals. Foreign critics some¬ 
times observed that the prohibitionist expeiiment in India' 
will share the same fate as jts American counterpart did a 
few years ago. Mahatma Gandhi, however, has challenged 
that view as being based on a false analogy. In Gandhiji’s 
opinion, the drinking ievil has never been deeply rooted in 
the Indian soil. Our social traditions, climate, religion 
as well as the economic means at the disposal of the 
ordinary man,-^all are against the drinking evil. If, never« 
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tlxilcss, drunken-ness has so far been on the increase} it; 
is primarily because no systematic effort has been made to) 
exorcise the public mind of the drinking evil. Gandhiji 
rather regrets that prohibition is not being introduced 
with the utmost possible rapidity, that the Congress 
ministers are looking upon the experiment in a more or 
less bania spirit, reckoning the loss of reveni e before 
proceeding forward in the prohibitionist direction. To the 
argument that too rapid a pace might embarrass the 
provincial exchequer, Gandhiji has replied that in all vital 
matters affecting the real well-being of the people, the 
question of cost is more or less irrelevant. We do not mind 
spending lavishly for the happiness of our parents and 
children, although they do not yield any return to our 
investment in them. India must do without the tainted 
excise revenue, however much our excheciuer might be 
affected by it. 

Land Revenue. 

The total amount of land-revenue collected in British 
India amounted to Rs .^SO^ crores in 1932-3, compared to 
Rs, 35‘27 crores in 1927-8. The fall of revenue by 
nearly Rs. 5 crores was due to the great economic 
depression which affected agriculture even more severely 
than manufacturing industries. |« 

Land-revenue, as a source of inco^, has lost its pride 
of place since the last Great War. In the early days of 
the Company and during the Hindu and Moslem eras of 
Indian history, land-revenue was by far the most important 
source of revenue to the state. The Hindu monarchs 



INDIAN FINANCE AND TAXATION 


711 


generally claimed one-sixth of the produce of the soil as 
ihe state’s share, while Moslem riilers’s claim varied 
between one-half and one-third of the produce of the soil. 
During the British rule, in areas outside the scope of the 
Permanent Settlement, the share of the State has varied 
between 25 to 70% of the net produce of the soil. In the 
permanently settled areas, duo to the short-sightednesa 
•of Lord Cornwallis, the share of the State has beep 
unduly limited, while the Zemindars have waxed fat at 
the ryots’ expense. Indeed, the lot of the ryot is perhaps 
much worse in the i)ermanently settled areas tkan in the 
ryotwari and mahalwari areas, tliough it is much improved 
to-day thanks to the passing of a series of tenancy 
legislations. 

Land revenue, whether viewed as a tax or a rent, in 
its present force, imposes a severe burden on the poor ryots. 
The Indian r>'Ot is notoriously and almost indescribably 
poor thanks to a variety of causes. He can hardly 
shoulder the burden of land revenue unless it is drastically 
reduced. If Swaraj means freedom of the maases, 
particularly economic freedom, it is essential that the State 
must exempt a very large number of cultivators from all 
4>bligatioD8 to pay land-revenue, unless the productivity 
^f the soil is greatly, improved by the application of new 
snethods. In a civilised government, land-tax can at 
best play an important role in local finance. The State ie 
justified only in taxing heavily the big land-lords, if their 
•existence is not wiped out altogether. In India, however 
paradoxically, the big land-lords who enjoy huge unearned 
increments of the value of land, have practically escaped^ 
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altogether the burden of taxation, 'while the poor ryot haa 
been Hclectcd as a target for all types of attacks by ther 
tax'collcctoj: 

federal finance under the New Constitution 

The Government of India Act 193o which has establi¬ 
shed the so-called Provincial Autonomy in the British 
Indian Provinces, and which also embodies a definite^ 
scheme for an All-Indin federation, has naturally intro¬ 
duced some alterations in the scheme of federal iinauce.- 
Under the new scheme, the following taxes can be levied 
by the federal Legislature 

(1) Customs duties including cxix>rt duties. 

(2) Excise duties on goods manufactured or produced 
in India except alcoholic licpiors, opium, hemp, drugs, and 
medicinal and toilet preparations containing alcohol. 

(3) Corporation tax. 

(4) Salt. 

(5) Taxes on income other than agricultural income. 

(3) Taxes on Capital except agricultural land. 

(7) Duties on succession to property exceiit agricul¬ 
tural land. 

(s) Stamp duties in respect of all Commercial transac¬ 
tions including policies of insurance. 

(9) Terminal taxes on goods, and passengers carried 
by Railway or air. 

(10) Taxes on Railway fares and freights. 

The list of revenues to be raised by the Ptovind^ 
Legislature has been given as follows :— 

(1) Land-revenue. 
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(2) Excise duties on alcoholic liquors for human con-- 
sumption, opium, hemp, narcotics, drugs, medicinal and^ 
toilet preparations containing alcohol. 

f3) Taxes on agricultural income. 

(4) Taxes on lands, buildings, hearths and windows. 

(5) Duties in respect of succession to agriculturafi 
land. 

(6) Taxes on mineral rights. 

(7) Capitation taxes. 

(8) Taxes on professions, trades, callings and* 
employments. 

(9) Taxes on animals and boats, on the sale of goods- 
and advertisements. 

(10) Local cesses. 

(11) Taxes on entertainments, amusements, betting and* 
gambling. 

(12) Judical stamp. 

(13) Duties on passengers and goods carried on inland 
waterways. 

» 

The above list of revenues to be raised by the Federal 
and the Provincial Legislatures re8i)ectivcly, however, by 
no means coincides with the revenues to be enjoyed by the 
Federal and the Provincial Governments. For example,, 
the Act has laid down that a prescribed percentage of the- 
income-tax is to be handed over to the Provinces. Similarly' 
the Act laid down that a part of the proceeds of the Jute 
export doty is to be paid to the Jute-growing provinces. 
The actual details of such transfer, however, were to be- 
decided by an expert committee. That expert committee* 
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WAB presided ovor by Sir Otto Niemeyer. We summarise 
.below tbQ principal recommendations of Sir Otto Niemeyer.- 

Th9 Niemeyer Award. 

W) Income-tax : The Act laid down that a prescribed 
'.percentage of the income-tax, except in respect of the 
incomes of federal officers and of incomes of persons resid¬ 
ing in federally administered areas, is to be assigned to 
the provinces. Sir Otto fixed that percentage at fifty per 
cent . In his calculation, the provinces wouId thereby be 
entitled to receive Rs, 6 crores. The above sum, however, 
was not to be paid to the provinces for the fi rst five years 
during which t he Centr e was to consolidate its position. It 
was, however, to be handed^ver to th e Provinces "durin g 
th e next f ve ySrs by s ix equal instalments, provided of 
course, that the iX)rtion of the distributable sum remaining 
with the Centre together with i^y contribution from the 
Railways aggregates to not less than Rs. 13 crores. 

Contributions to the Provinces. 

Sir Otto, who was entnisted with the responsibility 
for making the New constitution a practicable proposition 
in a financial sense, recommended the following scales of 
.assistance to the Provincial Governments. 

(1) Cash subventions were to be granted to the follow¬ 
ing provinces as follows: 

Sind—105 lakhs to be reduced by stages after ten 
-years, 

N. W. F. Province—100 lakhs subject to re-considera- 
i4ion after 5 years. 
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Orissa^lO lakhs. 
Assam—SO lakhs. 


U. P—25 lakhs for five years only. 

\ Assistance was to take the shape of the cancella- 
tWof a"”""- - ^ ^ ^ ... 


overn 




[nr 


e cases 


Assam, Orissa and^the N. W. F. province, the entire debt 
has been cancelled, while in the case of the Cenfral 
Provinces the whole of the pre-l93r> deficit debt plus nearly 
Rs. 2 crores of pre-1921 debt have been cancelled. 

V 4^xlia8tly in the case of Bengal and other jiite-growinp; 

an additiona n2^ per cent (totalling per cent) of 
the jute export duty was to be handed overnby the Central 


Government. 


Niemeyer Award and the Provinces. 


Sir Otto Niemeyer recommended his scheme of 
assistance to the difiPerent Provinces more in a practical 
and realistic spirit than according to any abstract theore¬ 
tical principle. His primary motive was to ensure the 
success of Provincial Autonomy from the financial point 
of view and as such he had to base his scheme of subven¬ 


tions on the extent of provincial deficiti rather than on 
the justice of the claims put forward by the different 
Provinces. Sind, for instance, obtained 105 lakhs for a 
period of ten years, after which it was to be reduced 
gradually. The future of Sind, Sir Otto observe, was 
wholly bound up with the financial future of the Lloyd 
Barrage. He believed that with the growing prosperity of 
rSind, it would be possible to levy barrage assessment rates 
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which would form an important source of revenue to the* 
Province. We may mention here that the attempt of the- 
present Sind Cabinet to levy barrage assessment taxes has^ 
created a great clement of discontent among the progress 
sive sections of Sind public opinion. 

The N. W. F. province, Orissa and Assam are also^* 
|)crmancnt deficit provinces. Hence Sir Otto had to 
recommend generous assistance to .them. The N. W. F.. 
province, for instance, had been receiving an annual sub> 
vention of Rs, 1 crore from the Central government. 
Sir Otto recommended a continuation of the same plus an 
additional Rs. 20 lakhs for five years in the first instance. 
He apparently contemplated the frontier province remain¬ 
ing as a permanent deficit province. For Orissa, which is- 
also one of the iK>orcst (irovinces in India, Sir Otto recom¬ 
mended an annual grant of Rs. 50 lakhs pins some non¬ 
recurrent grant in the first two years. Apparently, Orissa 
like the N. W. F. province was contemplated to be a per¬ 
manently deficit province. Sir Otto also regarded Assam 
as a permanently deficit province and suggested anr< 
annual subvention of Rs. 45 lakhs in addition to the exist¬ 
ing Central contribution to the cost of the maintenance of 
the Assam Rifles and the Manipur Battalion and the- 
promised further contribution to the cost of the remain¬ 
ing Assam force (totalling altogether Rs. 22 lakhs). On the - 
other hand/ however, Sir Otto dismissed the claim of 
Assam to the proceeds of the excise duty on Assam oil. Of 
the remaining Provinces, Bengal seems to have been most • 
iustly treated. Her claim to a share of the proceeds 
of the jute ex|)ort duty has at last been recognised, and by' 
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iihat one act Bengal has ceased to be a part of the devasta* 
>ted areas in India which she had been under the Meston 
Award. Bengal and Bombay have also been promised 
substantial revenue from income-tax, though this prospect 
is at present only of academic interest* Bombay, the 
Punjab and Madras have on the whole fared badly under 
the Niemeyer Award. But Sir Otto has pointed out that 
Bombay has profited much from the separation of Sind, 
while the Punjab and Madras have similarly benefited 
/from the creation of the separate provinces of the N. W. F. 
Province and Orissa. The U. P., C. P. and Bihar have also 
come off rather badly, the subventions recommended for 
cthem being Rs. 25 lakhs, Rs. 15 lakhs and Rs. 25 lakhs 
respectively, though Bihar has secured an additional bene¬ 
fit to the extent of Rs. 8 lakhs per annum from the 8ci)arA- 
d;ion of Orissa, 

Concluding observations on the Niemeyer Award 

The Niemeyer Award, as we have already observed, is 
conceived in a thoroughly realistic spirit in order to make 
-the New constitution a success both in the Provincial and 
in the Federal spheres. It is necessarily based upon the 
existing Status Quo of Central expeoditurei howe\er 
.unreasonably high and extravagant it might appear to us. 
Moreover, Sir Otto had to ensure the adequacy of Central 
.revenues in the interest of the financial stability of India 
as a whole. The redistribution of revenues between the 
Centre and the Provinces had, therefore, to take place in a 
.rather niggardly and calculating spirit. Little attention 
cseems to have been devoted to the growing needs of the 
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ProvinceB in respect of' the nation-bailding departments. 
Again as between different Provinces, those who did best* 
to curtail expenditure in order to ensure a balanced 
budget, e.g., Bombay, have been penalised by grant of 
the smaller subventions, while a premium seems to have 
been set upon the extravagance of certain other Provinces 
which have not hitherto believed in the doctrine of 
balanced budgets. Further, richer provinces had to 
forego a part of their legitimate claims for the benefit of 
their poorer sisters. On the other hand, no single province * 
seems to have been wholly pleased with the Niemeyer 
Award. For example, Bengal which has benefited so* 
much under the Niemeyer Award compared to the Meston 
Award, still complains that she has not got the entire 
proceeds from the Jute export duty. With far greater 
reasons, Assam complains that her claim to the proceeds 
of the excise duty on Assam oil has not been recognised, 
while Bombay murmurs that she should have obtained the 
proceeds of the Cotton duties. Every one seems to be * 
jealous of Bengal. Critics argue that Bengal should pay 
the penalty for her own sins of having the Permanent 
Settlement which has paralysed her income from land- 
revenue. 

But the severest criticism to the Niemever Award has 
been evoked by its recommendation as regards the distribu¬ 
tion of the income«tax. It is argued that according to the 
Niemeyer scheme, the provinces may never get their ehare- 
of the income*tax, as their theoretical dues can only mate¬ 
rialise if the Railways can make substantial eontributioas* 
;t6 the Central revenues. The proper course for Sir Otto- 
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ifould have been to base the prdvindal claim on the gene* 
ral budgetary position of the Central Government, instead 
of on the increasing revenues from the Hallways particu* 
larly when the control over Railways has been passed over 
to a Statutory Railway Hoard over wl)ieh the Indian 
public men have practically no. control. The reason* 
which led Sir Otto to link up the provincial claim to a 
share in the income-tax revenue with the future of Rail¬ 
ways is perhaps to be found in the fact that he wanted to* 
foroe the Provincial Governments to exercise greater 
control over the development of Motor traffic in order to 
prevent Rail-road competition. This is, however, sheer 
impertinence. The Provincial Governments can hardly 
be called upon to take any positive action against the 
motor industry so long as no definite scheme of co-ordina¬ 
tion of Rail-road traffic is adopted. Moreover, deficits 
in the Railway budget may and do occur for reasons quite 
different from cut-throat competition from lorries and 
buses. If Railways in India do not generally pull well, it 
Is because of their inefficient and unbusiness-like manage¬ 
ment. One fails to understand why the British Indian • 
p^vinces should suffer because of the bankruptcy of the 
foreign management of Indian Railways. One almost 
suspects that there is a ring of insincerity in Sic Otto’s 
proposal as regards the ul^ima.te transfer Qf a partnf the 
Income-tax revenue to the Provinces : the, conditions 
attached are so very stringent that they hardly likely 
to be fulfilled. . . 

Public Eiqimditiirc in India. . 

The principal heads of Public Expenditure in; India • 
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-are Defencci General Administration, and the mainten¬ 
ance of the Nation-building Departments. Defence 
rincludes the cost of maintaining the Indian Army, the 
Royal Indian Navy, the Royal Indian Air Force, forts, 
harbours and strategic roads and Railways, and the cost 
'Of military operations. Under General Administration 
we include the ex|)cnditure on Police, Jails, Courts of 
Justice, cxi)onsGS of the Icgislitive machinery, the salary, 
furlough, i)cnsioiis etc. of the entire stafiP employed in the 
Civil administration, and the cost of foreign political 
•^representation, c.g. the establishment of the India High 
Commissioner in London. 

Expenditure on account of National Development 
■includes cxiicnses on education, various types of scientific 
researches, Public works like Railways, Posts and Tele¬ 
graphs, Roads, buildings, irrigation, medical and sanitation 
charges. 

Lastly, we might refer to interest on Public Debts 
-whether raised for productive or unproductive pur{X)8es. 

A salient characteristic of Indian public expenditure 
is its gradual and almost unceasing growth from decade 
'to decade, though since the beginning of the economic 
depression, there has been some set-back to this growth. 
This is, however, by no means peculiar to India, inasmuch- 
as with the abandonment of the 19th century laissez faire 
philosophy, the state everywliere has widened out the 
scope of its activities. The r eally significant and tragic 
thing for India lies, however, not in the fact of increased 
e xpenditures such, but in its nature . A mere glance at 
ihe statistics of Indian public expenditure, however. 



INDIAN FINANCE AND TAXATION 


721 


reveals to us how utterly unlike has our development been 
in this regai;d compared to most other advanced countries 
of the world. Defence, Pu blic adm inistration and the 
eo-caiied serviceTof the Public Debt account for over 80^ 
our tobl expendlluie, m —thet- t he nation^building 
departments liave been virtually kept on a perpetuall;|^ 
slimmin g diet This unhealthy bias ot our public expen¬ 
diture is almost entirely due to the nature of the foreign 
bureaucratic administrative machinery of which we have 
been the unfortunate victims for nearly two centuries. 
While other countries spend a large prot>ortion of their 
total national income on military account only when there 
is an actual war or war preparation, India has been 
spending lavishly on her so-called Defence even when 
there was no single speck of cloud darkening the inter¬ 
national political horizon. The reason is, it is alleged, that 
the British Government has thought it 6t to maintain 
a huge and costly army in India, almost wholly British 
in its personnel as far as the officers’ cadre is concerned, 
4 »ut of the revenues of India for pure and simple Imperi¬ 
alistic purposes. The famous Indian publieistt Mr. 
Gokhale, pointed out long ago that the British policy 
towards the Indian army has been radically altered since 
the days of the Sepoy Mutiny. In the pre-Mutiny days, 
Britain used to entrust more and more Indians with 
higher posts in the Indian army. After the Mutiny, how¬ 
ever, Britain almost radically revised her policy. 'Indians 
Dould be admitted into the Army only for swelling the 
of fodder for the enemy’s guns, but they eouU 
bardli' aspire to higher and eontrolliog posts. This 
46 
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Europeanisation of the officers’ posts in the Army List has 
not only materially increased the cost of the Indian 
Defence. It has also served to increase the dependence 
of Indians upon the military strength of the British peoplcr 
Public opinion in India has incessantly clamoured for the 
^pid Indianisation of the Defence Forces not only for 
political reasons but also for sheer financial reasons. A 
British soldier costs many timc.s more than an Indian 
sepoy. And if we come to consider the emoluments of 
the Army officers, the charge of extravagance becomes 
too patent for any one to refute. Britain, however, has 
consistently refused to comply with the Indian demand 
for rapid Indianisation except in a very niggardly and 
almost negligible manner. The reason put forward has 
natunilly been the alleged unfitness of Indians for high 
military posts. Yet the world knows how bravely tlie 
Indian soldier acquitted himself during the last Great 
war in the face of murderous enemy’s guns. The real 
reason, therefore, seems to be the apprehension, not 
altogether unnatural, that once India learns how to 
defend herself, British rule in India must necessarily 
come to an end. As Mahatma Gandhi observed in the 
Round Table Conference, the Army in India is an Army 
of occupation. If so, at least fairness demands that the 
cost of the Army should be largely met out of the British 
Imperial exchequer. We can not be asked to pay for our 
own enslavement and demoralisation. Moreover, it is a 
well-known fact that the British Government has in the 
past almost unblushingly utilised the Indian army for. 
purely Imperial purposes. Certaiuly, there was oo ludian^ 
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interest involved in the Abyssinian campaign of Signor 
Mussolini or in the Ja^mnese invasion of China. Yet 
a contingent of the Indian Army was sent to those 
places for safe-guarding legitimate interests. The 
fonvard frontier iwlicy of the Government of India 
has again involved huge expenditure from time to time. 
Yet, as Indian publicists like Gandhiji and Pandit Nehru 
have observed again and again, the correct solution of 
the frontier problem certainly lies not in the periodical 
bombardment of undefended frontier villages inhabited 
by women and children, but in the o|)ening out of prof)er 
avenues of useful employment for the intrepid Pathans*. 
You can not civilize any one by bombs and machine-guns. 
You can only make him more savage. Above all, the 
saddest thing about the so-called Indian Defence exixjndi- 
tore is that insirite of our huge expense, India is to day 
so tragically defenceless, particularly against any 
aerial bombardment of big cities like Calcutta, Bombay^ 
Karachi etc. Thanks to the unparalleled weakness dis¬ 
played by the Western Democracies, particularly by Great 
Britain, the position of India has become in a strategic 
sense highly dangerous. The Japanese Army has already 
established its outposts on the borders of Tibet, Nepal, 
Burma and French Indo-China. The Singapore base may 
easily be hood-winked in case of a Japanese knid invasion i 
of Burma and India. Moreover, in the event of a general 
world war breaking out, the British Navy stationed in 
the Far Eastern waters may be recalled to defend British 
interests nearer Home, in which case tbe Japanese 
Navy may, without encountering much opposition! 
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easily complete the capture of India. The only correct 
solution of our defence problem seems to lie in the rapid 
Indinnisation of the Indian Defence Forces, the introduc* 
tion of compulsory military training, the building up of 
a strong Indian Navy and Indian Air force which may 
never be requisitioned for Imperial purposes, the construc¬ 
tion of Anti-air raid defence works, and a systematic 
co-ordiiifitioii between the industrial and the military 
system. All this, of course, assumes a complete reversal 
of the policy of suspicion add distrust which the British 
Government has so far adopted towards Indians. Will 
Britain succeed in rising up to the height of statesman¬ 
ship and recognise the vital necessity of radically revising 
her national attitude towards Indian aspirations in the 
face of a hostile world which becomes more and more 
menacing every day ? Is it too much to expect that 
Mr. Neville Chamberlain's policy of appeasement will 
not be blindly reserved for Berlin and Rome alone 
where the response so far has been anything but 
encouraging and that the British Prime Minister 
will learn in British Imperial interests to clasp the hand 
of genuine peace and co-operation held out by India 
iiispitc of her many tortures instead of trying in vain to 
placate the determined gun-men of Rome and Berlin who 
•demand surrender and not peace ? It is perhaps not an 
exaggeration to say that upon the nature of the British 
reply to the above query depends not only the future of 
Indo-Brirish relations but the existence of the British 
Empire itself. 
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Gvil AdminUtratioii. 

« 

Coming^ next to the expenditure under the head o( 
civil administration, here too we are shocked at tho extra« 
vagance of the Government! Although,India is one of 
ttie poorest countries in 'the world, her administrative 
system is perhaps the costlie st. Our Governor General’s 
salary and other emoluments arc far greater than the 
remuneration of the British Prime Minister and that of the 
American President. Again the so-called superior services 
staffed mostly by Britishers are^ i)crhap8 the most highly 
l)aid services in the world. The British Government, like 
otlier Imperial Governments in the worldt has naturally 
thought it fit to enrich educated British youths and 
incidentally to keep the administrative system in India 
predominantly in British hands, by spending lavishly on 
them out of India’s poor exchequer. The argument of 
efficiency is hardly convincing, as Congress Ministers arc 
discharging their duties with the ulmost efficiency possible 
on a salary of Bs. 500 p. m. only, although their assistant 
secretaries may be drawing more than ‘double their 
income. Here too Indianisation of all the services is the 

only remedy. But that too is an eminently political 
question. 

Espeuditure for National Development. 

We have already observed how after meeting the heavy 
ex|)eiise3 on acount of the so-called defence and civil 
administration, very little resources are left for national 
developmeut Ninety per cent of the people are still 
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itlitcnite, while the heavy toll or prcvcntible diseases like 
malaria, kalazar. etc. bears an nnmistakeable testimony 
to the utter paucity oE medical and sanitary facilities in 
India. Thus by all rational standard, India is still a very 
backward country after more''than a hundred and fifty 
years of British rule, althoiij^h the British iiooplc (daim to 
have a civilizing mission in India. As Mr. H. 0. Wells 
has observed in his “Outlines of History,” even a medieval 
despot like Akbar took a more enlightened view as regards 
his duties towards his subjects than the British rulers in 
India have done in an incom[}arably more enlightened age. 
The excuse of financial stringency is hardly convincing 
agaiUvSt the back ground of insensate extravagance when¬ 
ever British interests and the so-called British prestige are 
involved. The splendour of New Delhi, the magnificence 
of Viceregal parties and the fat emoluments attached to all 
sorts of high i)osts, a goodly number of them being little 
better than sinecure apimintments, all these and many 
things else hardly fit in with the plea that it is the finan¬ 
cial factor which is primarily responsible for the virtual 
starvation of our nation-building services. The real reason 
seems to bo that our foreign rulers have never thought it 
to be their duty to develop us morally, though we admit 
some amount of material development has taken place 
primarily in the interests of the foreigners themselves. 

The Public Debt of India. 

The origin of the Public Debt of India dates back to 
the manifold wars of the East India Company mostly 
waged in a spirit of Imperialistic aggression, or of sheet 
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vandalism against several Indian potentates and neigh¬ 
bouring states like Afghanistan, Nepal, Burma etc. When 
the British Parliament took the reins of Government from 
the East India Company, it inherited not only the territor¬ 
ies and other rights of the Company but also its debts. 
Needless to say, all these deb ts were nitprodnrtive . They 
were, however, charged .Tgainst the reveiuics of India. 
These debts amounted to £ 59i millions just before the 
Seiwy Mutiny. The expcnseTTlue to the Mutiny raised 
up the amount of unproductive public debt to the figure 
of £ 100 millions . 


Sinc e 1897, however, when constructive [niblic works 
like Railways, Irrigation etc. came to be built, a new 
type of public debt, known ns product ive public debt, 
came into exis tence. According to tiie recommendation 
•6F theSelect Committee of 1^1 S, ordinary revenue 
surpluses were iwcd not for the cancellation of old unpro- 
•ductive debts but for the construction of productive public 
assets. In this way the volume o f unpro ductive debts 
came to be redticed by the creatmi of fresh public 

. . . ■ ■■! I ■ — '»* . III ■! - 1 

assets which being created out of remim rather than 
loans could be easily assigned against a iwrtion of the old 
unproductive debts. By this process the volume of India^t 
unproductive debt was reduced to the low figure of Re. 31 
crores by March 1910. The policy of wiping out India's 
unproductive debts out of ordinary revenue surpluses was 
strongly criticized by Mr. Ookhale who observed that in 
view of the comparatively small amount of our nnproduc- 
tive debts, the government should not have been so over¬ 
anxious to liquidate them* particularly when the peoples' 
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interest required tax-reduction in many respects and 
greater expenditure on education, health etc/ Advanced 
public opinion to»>day goes even much farther than Mr. 
Gokhalc’s views. Mahatma Gandhi, for instance, declared 
in the Round Table Conference that India can not assume* 
any responsibility for nn v nublie del;it inrjeftHftd by the 
Government of Ind ia, unless it is proved on examination 
to have been incurred demonstrably in the legitimate 
interests of the Indian people. Certainly, we can not in 
justice be asked to pay for debts incurred in British 
Imiwrial interests for satisfying British motives of 
aggression or simply the so-called British prestige and 
vandalism. 

Before the War, Indian public debt was raised almost 
exclusively in Grcnt^Britain . The explanattoii oUcred' 
was the relatively low rate of interest and abundance of 
funds in London, which was then the world's monetary 
centre. No attempt, however, was made to hnd out tho 
lK)ssibilities of the Indian money market. The Great waiy 
however, served as a great eye-opener to the Government 
in this respect. The London money market being fully 
taxed by the demands made by His Majesty’s Governmentr 
the Government of India had no other option but Uy 
attempt to raise loans in India in order to raise India’a^ 
war contributions of £100 to the British Goym^ent. The 
exigencies of th e war, the co ns truction of New Delhi and 
the post-war era of successive deficits in the central 
bu^g^ —al l these/aisod up the vedume of India's ttnp ro* 
du ctivc public debts to the high fi gure of Rs. 257‘76 crorei 
oh Tfarch, 1924. ~ 
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Since tbe War, the Governmenttof India has done 
most of its borrowings in India, encouraged hV tBe grp afr 
r esponse it reoBtvej during the wa r. The War also 
revealed the popnlnrity of Government cash certiBcates 
and Treasury Bills for raising Government loans. The 
post offices iNith their nunserous branches in the remotest 
parts of the country also played a very prominent part in 
attracting all types of investors. In the early pogt*war 
years Treasury Bills were generally redeemed by the 
flotation of new Bills, until the Government resorted to 
the policy of raising long-term loans for extinguishing the 
bills altogether. Since 1930, however, Treasury bills have 
again become prominent in the Government's loan finance. 
The issue of Treasury bills has benefited not only the 
Government but al§o the commercial banks which have 
thereby got an opportunity for investing their surplus 
funds for short periods. At present, the issue of Treasury 
bills is regulated by the Reserve Bank of India in the 
interest of a controlled credit policy. 

India's public debt today consists of both ^jterling loan 
( i.e. loans raW d in’TSngland in te rms of sterling and rc* 
payable in ster ling) and rupee loan^ These two cate¬ 
gories of loans, however, by no means coincide with the 
nationality of investors in them. Though the bulk of the 
rupee loa ns are subscribed to by Indian investors , a part 
of them is h eld by British ers. Considered from the point 
of view of the nationality of the investor, the bulk nf mir 
pttbllc loans is held by non-Indians . Both from the 
^tical and economic points of view, this state of aflfairs 
is hardly desirable, as British investors in Indian Govern^ 
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ment loans invariably clamour for safeguards whenever 
the question of settling Indians political destiny arises. 

Debt redemption. 

Lastlyt wc conic to the problem of our debt redemption. 
We have already seen how before the War the volume of 
our unproductive debts was sought to bo reduced by the 
construction of productive assets out of revenue surpluses 
instead of by fresh borrowing. As regards the debt in¬ 
curred due to the purchase of Railways, the method of li¬ 
quidation was the compulsory obligation of paying rail¬ 
way annuities covering both the principal and the interest 
out of ordinary revenues. 

Ill counoction with the War loan of o [)er cent, a sinking 
fund was establis hed . The Government undertook to set 
apart i i)er cent of the loan for the purchase and cancell¬ 
ation of the loan securities so long as their market price 
was below the issue price. Besides, the Government have 
also been providing an additional annual sum of £500,000 
to meet India's liability regarding the unpaid portion of 
India's war contribution. 

So far, however, no systematic plan was laid down 
for the redemption of India's public debt. In 1924, how¬ 
ever, Sir Basil Blncklett formulated a debt redemption 
scheme which was placed before and accepted by tl^e 
Indian Legislative assembly. According to this scheme, 
for a period of five years in the first instance, Rs, 4 
crore s plus n\yth of the exces s o f the debt oatstanding 
at the close of eack year over the debt outstanding 
on 3l8t March 1924. were to he set anait from 
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annual revenues ^for the reduction or avmd ance of public 
deb t. 15if ’Basn ImfRcuiarly stressed the need for devo¬ 
ting that amount to the construction of productive public 
works rather tlian to the cancellation of old debts. Since 
1930, also, iJTOvision has been made •for meeting the 
Government’s liability, in rosiHJct of cash certificates. 
Since 1933-4, however, in view of the absence of the con¬ 
tribution from the Railways to the genenil revenues, the 
debt redemption scheme of 102 i has been virtually sus¬ 
pended, a lump sum of Rs. 3 crorcs only, being set apart 
for the purpose of reduction or avoidance of debt. 

Lccal finance. 

The income of the different types of local sclf-uovern- 
ing bodies in India is derived principally from the follow¬ 
ing sources;— 

{IJ Taxes on trade such as octroi duties, terminal 
taxes, bills etc. 

(2) Taxes on property e.g, municipal rates on houses 
and cities in the case of municiixUities and cesses on land 
in the case of rural bodies. 

(3) Taxes on persons and circumstances e.g, license 
tax on profession, trade and callings. 

(4) Fees and licenses e.g, scavenging fees, licenses for 
music and other entertainments, vehicles, dogs and other 
animals. There are also license fees for offensive and 
dangerous trades. 

Some of the municipal taxes such as octroi and termi- 
■sal taxes are highly questionable in character. They are 
‘.generally regressive in their incidence and are sure toob- 
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struct trade. Rural bodies also charge tolls on roads and 
ferries. Most of the municipalities also charge a water rate^ 
and a lighting rate. A part of the municipal revenue also 
comes from municipal property, e.g. municipal markets. 
Lastly, there are grants-in-aid to local bodies from the 
Government for specific purposes. 

The principal heads of municipal expenditure are as 
follows:—Public health, education, roads and other public 
works. 

The central fact that strikes us in the sphere of 
local finance ia its utter inadequacy, having regard to the 
needs of our local bodies. Not to speak of rural bodies, 
like Panchayets, Union Boards and District Boards, most 
of our 789 municipalities are very poorly equipi)ed with 
financial resources. Bombay and Calcutta alone are com¬ 
paratively well*to-do with their incomes over Ks. 3 crorcs 
and Rs. 24 crorcs respectively. But even these fortunate 
municipalities bear no comparison with their Euroi)cati 
counterparts. For instance, Glasgow whose population 
roughly equals that of Calcutta, has an income twelve 
times as much. 

Tiie causes of inadequacy of resources are easily under¬ 
stood. In the first place, the taxable capacity of our people 
is very low owing to their low per capita income and 
the relatively large average size of our families. Becond- 
ly, some important resources of revenue e,g, land reve¬ 
nue, which in other countries is assigned to local bodies 
arc included in our country in the general revenues, of tho 
Government. Another important reason is to be found ia 
tho fact that the sise of some of our local bodies e.g. Dis-- 
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trict and Union boards, is so big that the personal touch 
between the*tax-payer and the local authority can not be 
maintained. The result is that tax-payers are unwilling to 
eubmit to higher rates even though they are likely *to be 
benefited by increased local oxjiendituro on useful objectsi 
Above alb we must remember that in India since the ex¬ 
tension of the old village Panchayets, local bodies have 
been established from tbe above by a process of devolution 
instead of springing up from below by natural forces. 
Naturally therefore* the Indian people have not yet learnt 
to regard their local self-governing institutions in the 
proper and right perspective. 

The Taxation Inquiry Committee made various sugges¬ 
tions for the improvement of local resourccsi which may 
be briefly summarised as follows :— 

(a) Conversion of the capitation and chowkidari taxes 
into sources of local revenue. 

(h) Standardisation of land revenue at a low rate so as 
to permit a substantial increase in the existing cess on 
land. ', 

(e) Giving local bodies a share of the proceeds from 
ground-rate and of the increased income from the rates on 
non-agricnltural land. 

(d) Authorising municipalities to tax advertisements, 
betting and entertainments. 

(e) Reducing the import doty on motmr cars and ao- 
thorising the Provincial Governments to levy a provioo^ 
tax the pfooeeds of which are to be diatribated amoim^ flie 
local bodies* 
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(f) Authorising local bodies to levy a fee for the re^ 
gistrntion of marriages. 

(g) Increased grants-in-aid to local bodies for conduct* 
ing services of national importance. 

We may also n7ention that local bodies in India should' 
follow the Phissian model and conduct municipal enter¬ 
prises like municipal tramways, municipil buscst gas, 
electricity, theatres, inns, dairies, bakeries, mills, factories, 
etc. In short, we can easily and profitably experiment 
with municipal socialism, before we can embark on provin¬ 
cial or National Socialism. This will not only serve 
the Socialistic purpose of Ix'tter distribution, but also 
help to equip our local bodies with much needed resources. 
Provincial finance and the Congreti Government. 

Before concluding this chapter, it may not be inappro¬ 
priate to write a few lines on the financial bearings of cer¬ 
tain programmes which arc followed by the Congress Go¬ 
vernments in 8 out of 11 provinces. Wc have seen that 
under the New'Constitiition, the most important heads of 
provincial revenue are Land revenue, Excise, Stamp etc. 
Income-tax may afterwards become an imiiortant source 
of income, but for some time yet wo may not attach much 
importance to it, having regal'd to the conditions laid 
down by Sir Otto Niemeyer. 

Now in the Congress election pledges a substantial 
reduction in the land tax which is generally admitted 
to be very heavy forms an important item. As Land 
Revenue is the most important soutce of provincial 
revenue, the fulfilment of the Congress pledfi^ involves a. 
great reduction of the income from land tax. . Whmet the 
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Zemindari system prevails whether partly or wholly, the- 
Zeminder must be severely handicapped by the reduction 
in the land-tax. Elsewhere, however, and this is what 
really matters from the standpoint of Provincial finance^ 
relief to the ryot can only be given a| the expense of 
Provincial revenues. Similarly, the prohibition iwlicy of 
the Congress Governments is likely in the near future to 
. convert the Excise Department into a i)f>sitive liability 
from its traditional i)ositi(>n of the lai*gc8t source of 
Ijrovincial revenue after the Land-tax. We say it will bo a 
liability because it will lx; necessary to appoint an oxi)eri- 
enoed staff for checking illicit distillation and smuggling 
from non-Congress provinces or the Native states. The 
revenue from judicial stamp will also be aifected owing 
to the Congress policy of encouraging solution of disputes 
by arbitration boards like the Panchayets instead of by 
ordinary legal processes. Already in the U. P., a bill has 
been passed raising the value of judicial stamp with this 
end in view. 

Thus we find that in the Congress provinces, the 
principal revenues of the state will be either curtailed 
or wiped out. On the other hand, the political programme 
of the Congress provincess reciuircs increasing activities 
for national development. More money may be found for 
the nation-building services either by retrenchment or by 
increased revenue. As far as the fdrmer alternative is 
concerned, the Congress Ministers from the very beidn* 
Iking have reduced their own salaries toBs. 500 p»m., 
not because there is any particular sanctity about that 
ftgiirieh but as aa.eamest eC their general detire to. reduce 
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draHtically the whole cost of the administration. But the 
Governments have not the power under the Act to carry 
•ont retrenchment in quarters where retrechmcnt is most 
badly necessary and where it can bear most of its fruits, 
•namely as regar4s the Imperial services and the establish- 
finent cost of Governors. There is, however, some room 
^or retrenchment in the sphere of the Provincial services. 
In particular, the inesent invidious distinction between 
the so-called Provincial and Junior Provincial services 
may and should be wi|)ed out. But the salary scale of 
•Funior branch of the Provincial services can not be 
reduced without affecting efficiency and without creating 
loop-holes for corruption. The Wardha scheme of educa¬ 
tion which wants to make primary education of a some¬ 
what interesting and certainly much more useful type 
than the ortliodox form of primary education, com¬ 
pulsory in the province .as a whole and at the same self- 
supporting, is a very ingenious device in that the tainted 
revenue from E-xcise is no longer necessary to pay for edu¬ 
cation. Under the Wardha scheme. University education 
also ceases to be a concern of the Government. It is to be 
financed by public donations. The success of the 
Wardha scheme, however, vitally depends upon the degree 
of public enthusiasm and support which it may enjoy not 
temporarily but permanently. 

Nevertheless, the more far-reaching and more eipen- 
sive programmes of nation-making will require increaaing 
revenue which can only be found by increased grant from 
the Central Government or by new taxation. But the 
central Government can hardly spare any further money 
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unless the military expenditure or the cost of the adminis- 
iration is drastically reduced. This again involves the 
whole question of Imperial vested interests, a question 
which cau hardly be solved unless India gains the 
substance of independence. As regards fresh taxation, 
the taxation of agricultural income has already been 
resorted to in some Conq:re8s provinces such as Bihar. 
•But it is clear that this form of taxation can only bear 
fruit where there are large Zeminders or Talukdars and 
not many Congress provinces can ‘boast’ of either. Sales* 
tax is another alternative possibility but unless it is 
carefully devised, it will be a regressive form of taxation 
hardly in keeping with the spirit of the Congress adminis¬ 
tration. lnheritance*tax has some scope* but it will take 
some time before a comprehensive proposal for such a tax 
can be framed, having regard to the variety of the laws 
of succession prevailing in the country. Money may also 
be found by loans for productive public utility concents, 
but loans too may not be raised except with the approval 
of the Government of India whenever a province may 
have a previous debt to the Central Government. Thus 
the path is full of bristles and obstacles. We submit that 
the Congress Government will not succeed in fulfilling 
their far-reaching pledges to the electorate unless the 
present scheme of federal ffnanoe is radically revised and 
unless the whde tone of the administration both at the 
oentre and in the provinces is radically altetod,-Hi con- 
eammatioii whiok can hardly take place without another 
4etoniuii|d M'Vidleiit struggle between the natidnaUsI 
jmd the4l^?eda]ist forces in the country or a vulttiitanr 
•change of heart on the part of pur rulers. 

47 
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. UNEMPLOYMENT. 

lIiicmi)loymcnt in the Western sense largely means the 
involuntary unemployment o£ industrial labourers, both, 
skilled and unskilled, which has nssiiincd. increasingly 
serious proportions under the present regime of private 
capitalism. There arc various types of unemployment 
First there is an irreducible minimum of i)erpetuaUy unem¬ 
ployed i)cople, variously estimated at 2 to 3% of the entire 
working class people ; men who arc. unemployed because 
they are or have become unemployable owing to their lack 
of ada|>tability to changing industrial methods. Secondlyr 
there is a type of unemployment due to lack of mobility 
of labour as between different places and occupatioBS 
owing to tiie barriers of ignorance, costs of training, local 
sentiments and prejudices and external hindrances. 
Thii'dly, there is seasonal unemployment which is due Uy 
the seasonal nature of the demand for various types of 
labourers. Lastly % there is cyclical unemployment which 
characterises every economic depression. 

In India, unemployment problem, though akin to its 
Western counterpart both in respect of its involuntary 
nature and in respect of the hardships it involves, is never* 
tbelesa quite, distinct in that it is seldom associated with 
industrial employment Onr uncmidoyment problem -ia 
primarily an agriqultuxal one, althoogh in reehot yeaio a 
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new variant, .e.g^j middle class' linemploymcnt liait been 
olairaiiig an increasing degree of thought and attention. 
So far as industries are concerned, indeed the complaint is 
more about the scarcity of industrial labour than of lack 
of jobs for the labourers. 

Rural Unemployment. 

Rural uucmpl 9 yment is by no means a neW phenomenon 
in India to-day. The precarious nature of Indian agricul¬ 
ture, the time-honoured premier industry of rural India, 
owing to its dependence upon the caprices of the Monsoont. 
exposed India in the past to the dangers of devastating 
famines from time to time, centuries before the British 
power secured its firm footing on the Indian soil. Wo 
therefore, dismiss at once the false notion circulated some¬ 
times by patriotic Indians that somehow the British 
Government has introduced famines into India. In fact, 
if historical records Imve any value, they tell us that 
famines in pre-British days, sometimes caused much 
greater hardships than famines in the 19th century which 
excited so much public indignation and publie ciiticiams. 
While, howoveri we, thoroughly dissociate ourselves from 
the charfife that Britain inoculated us with the terrible virus 
of famine, we can not help obeerving that in the 19th 
century au enlightened administratum had much greater 
opportunities fofc mitigating the horrors of famine than 
any benevolent administration In the pro-Baihsay epochs. 
We must also submit further 'that British oonneximi 

with Indin, Involving as at did/(^o>destmctioa of our once 
doorishing.eottsgft uidnstries before, our Jnduatiies coqld 
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be developed along modern lines, certainly served to re* 
dncc the staying power of the rnral masses at the time 
when the very nature of fapiine was transformed from a 
famine of food to a famine of money. In the medieval 
epochs, famine was due to unavoidable physical causes and 
it was by no means confined to India. In the second half 
of the 19th century, however, when considerable develop¬ 
ment of Railways took place in India, and India was 
linked with the whole world by steam transport agencies, 
famine could only indicate a lack of purchasing power on 
the part of the rural masses. The British administration 
in India may, therefore, be naturally blamed if it could be' 
(irovod to have been responsible for the abysmal poverty 
of our masses by reason of its acts of omission or commis¬ 
sion. 

The economic effects of femines. 

Famines, whenever they have occurred, have naturally 
carried in their train great and sometimes unspeakable 
hardships, not always confined to the agricultnral classes, 
h^tarvatbn loading to deaths, increase of theft and burglary, 
the emergence of a vagrant population, decay and large 
scale destruction of cattle power,—these were the usual 
direct concomitaots of famine out-breaks. Besides, tlie 
hick of purchasing power of the masses invariably affected 
the incomes of the manufacturing and trading classes and 
ultimately the earnings of the professional classes. Wliile 
the failure of the local harvest helped to raise up the 
prices of food stuffs and other commodities, the people 
experienced a great shrinkaia df eheir ak«ey4ncoine^ 
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Thus all except the possessiug classes* suffered* more w 
less* whenever famines broke out Nor did the Government 
enjoy any immunity from the devaetatins; effects of 
famines. The Government revenue on all iiooounts showed 
huge deficits, while the Government’s Expenditure was 
bound to increase both on account of famine relief work 
and on account of additional expenses for combating 
' crimoj. Thus famines have closely resembled a general 
nervous break-down of India’s economic life. 

History of famine relief. 

In the Pre-British days there did not and, we might 
add, there could not exist any organised system of famine 
relief. The virtual inaccessibility of the interior regions 
rendered impossible any contemplated state intervention 
for affording genuine famine relief. People* therefore* had 
to shift for themselves in case there was any failure of the 
harvest in any particular year. Asa matter of fact* in 
those days almost every village had its granary wherein 
was stored sufficient amount of food-grains which people 
could fall back upon in times of emergency. It was only 
when the harvest failed for several sncccssivc years that 
starvation, servitude, and even cannibalism became 
inevitable. The Indian rulers of those days* particularly 
those of them who were benevolently disposed, tried to give 
whatever relief they could by compulsorily forcing down 
the prices of food-stuffs, and by various public works 
which in some eases involved the building and demolition 
and then building again of mosques and other public builds 
ings. It is ioteresUng to note that the last-meiiiioned 
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notiv^ity of our tnedioval despotic potentates.lias rbcelVed 
tW enthasiasti'c 8uptH>rt of a very eminetit mddetn econo' 
mist like Mr. Keynes. In his “General* Tifieatise' Oft 
Unemployment^*, for instance, wre find the following-memor^ 
able sentences! ‘^If the Treasury were to fill old bottles 
with bank-notes, bury them at suitable depths in dis-used 
coal-mines which are then filled up to the surface with 
town rubbish, and leave it to private enterprise on well- 
tried principles of laissez-faire to dig the notes up again 
(the right to do so being obt iined, of course, by tendering 
for leases of the note-bearing territory), there need be no 
more unemployment and, with the help of the reiiercussions 
the real income of the community, and its capital wealth 
also, would probably become a good deal greater than it 
actually is.” 

Coming down to the British period, in the early days of 
the British rule, naturally enough the East India Company 
wiiich Was a dividend-earning concern could not think of 
any systematic plan for mitigating famines, which by its 
very nature would involve some expense and therefore 
lessen the dividends. Even after the assumption of direct 
responsibility for the Indian administration by the Crown, 
the Government remained a helpless spectator of a series 
of devastating famines which occurred from 1860 onwards. 
The horrors of the Orissa famine of 1861, however, at last 
moved the Government to declare its determination to 
save human life at any cost, and in the subs^uent Bihar 
famine of 1873 the Government almost erred on the side 
of indiscriminate charity. The great South India famine 
of 1876-8, however, which iiivoltcd a mortality of l>2 lakhs'. 





743 


led the Otiverejoient to appoint thet .’fidst* famine Commis* 
aio 9 presided over by Sir Ricard Straehey. The Oomraie* 
Bion-recofminendcd the ipstitatjon of a; famine Insurance 
grant of Rs^ li crores annually to be jirovided out of 
current revenues. This sum of money was to be spent oil 
direct famine relief in case there was an actual outbreak 
of famine, or on the construction of public works. of a 
• protective nature like Railways, Irrigation etc., if the year 
■was a normal one. Resides, the principles of famine relief 
were clearly laid down in famine codes for every province, 
Two more Famine Commissions were subsequently set up 
■which recommended certain amendments to the Famine 
codes as well as certain other measures like the setting up 
of co-operative credit societies, the enlistment of non- 
oflicial supiwrt for the purpose of famine relief etc. 

The Famine Insurance Fund. 

As we have already scfeii the Famine Insurance Grant 
amounting to Rs. U crorc.s annually became a iwmanent 
item of the central budget since 1878 following the recom¬ 
mendation of the first Famine Commission/ This fund was 
originally allotted to the different [irovinces according to 
their needs by the Government of India. Later on, 
however, Famine Insurance became a divided head of 
expenditure between the Central and the Provincial 
Govemnients, one-third being contributed by the Provin¬ 
cial Governments and two-thirds by the Central Govern- 
ment. The Provincial quota was fixed according to the 
liability of every province to famine ■attack. The lainino^ 
fund was spent on actual relief work, construction' of pro-^ 
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tective works and loans given to onltivatorsv The 
unspent portion of the grant formed a part of' the central 
balances on which the Government of India imid interest. 

Since 1928-9, liowevery the constitution of the Famine 
Insurance Fund has been radically altered. It has ceased 
to be an Insurance Fund. Instead, it has become a Relief 
fund. It can be spent normally only on famine relief 
proper. It is no longer available for giving loans to culti^ 
vatora directly. 

Actual process of famine relief. 

The machinery of famine relief is fairly elabonte. 
There is, in the first placcj an elaborate arrangement for 
detecting the first signs of a famine outbreak. The 
Meteorological Department collects nil types of data bear¬ 
ing upon the weather conditions in the different parts of 
the country. Watch is also kept over the appearance of 
locusts, the increase of theft, burglary, vagrancy, large- 
scale movement of cattle, the drying up of wells and tanks 
etc. As soon as famine conditions are apprehended, meet* 
ings arc held in which non-ofiScial help is enlisted. Suspen¬ 
sion of the land-revenue is declared and loans are offered 
for agricultural improvements. If these preliminary steps 
do not prove to be adequate, test works are oi)oned provi¬ 
ding employment to those who seek employment. The pur« 
l)ose of these test works is to ascertain the number of those 
who are actually unemployed due to famine conditions. 
Afterwards, poor houses are opened in which gratuitous 
relief is given to the infirm and the aged. Great care is 
taken to prevent the ‘outbieak of epidemics like cholera 
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towaidii the close of the famine period. At 
last, when* the rains set in^ relief camps are closed, people 
'are transferred to their villages where smaller relief works 
are opened until normal agricultural conditions are 
restored. • 

Inspitc of the above elaborate arrangement for the 
work of famine relief, however, the distress of the 
affected people knows no bounds in all abnormal years. 
The official relief is almost invariably inadequate and slow. 
Hence it becomes necessary for benevolent social institu¬ 
tions like the Ramkrishna Mission, or for political 
organizations like the Indian National Congress to join 
the general cnisadc against mass privations brought about 
by natural calamities. 

The above remedy, it must be confessed, fails to go to 
the root of the matter. It is highly i)rep 08 teron 8 that the 
teeming masses of India should be kept perpetually is 
such a state of utter bankniptcy that a single failure of 
the har\'e8t should mean their utter starvation, death and 
demoralization. It is highly imperative that the state 
should adopt and pursue a comprehensive plan of rural 
reconstruction aimed at a radical transformation of the 
economic position of the ryots. In the absence of such 
heroic remedy, the popularisation of the Charka cult and 
the resuscitation of other cottage industries would go a 
fairly long way towards the iinancial betterment of the 
fodian peasantry. The latter remedy is pariicularly useful 
for coring the seasonal unemployment of the Indian ryot 
who is generally without an oceupatbn from 5 to 9 
months in the wholo year. In any case, the shadow of 
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famine over our country-side must be Kfted^ oi^' fbi** all 
with the utmost i)088ible speedt if India-is to.bo lifted,out 
of barbarous medieval economic conditions. 

r 

. • r 

Middle clast unemployment. 

Unemployment among the so-called educated middle 
class people has in recent years assumed increasingly 
alarming proiMirtions and has also attracted a great deal 
of public attention. Committees were set up by several 
Provincial legislatures (Madras, Bihar, the IJ. P., the 
Puiijiib among others) to c\:aminc the whole problem and 
to suggest remedies. All the committees agree that the 
lU'oblem is a very serious one indeed. Thus the problem 
of middle class unemployment is an AlMndia problem and 
as such it can be solved only by means of comprehensive 
All-India efforts. 

The term “middle class” includes those people who arc 
not sufficiently well-to-do to do without earning, who have 
received some amount of literary education, and who are 
averse to manual employments as such. 

Cftutet of unemployment. 

The principal cause of middle-class unemployment, it 
is alleged, is the general economic backwardness of the 
country. The iudustrial development of the country is 
highly inadequate and as such there is no sufficient scope 
for the industrfal employment of educated vouths. This U 
the greatest single cause of middle-class unemployment in 
India. It has been observed that whereas in England 
there are altogether 16.000 distinct avocations open to the 
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«diicated section of £he'public* in India there ure only 40. 
There can be no dotibi that with the rapid'economic 
transformation of the country, the problem of middle-class 
unemployment will lose much of its [n'csent baffling; serious¬ 
ness. • 

Secondly, the educational system of the country has 
also come in for very severe criticisms. It has been said 
that the iiresent educational system in India civea an 
undue literary bias to the training of our youths. The 
result is that our young men are only qnalilied for various 
Government servic^cs, clerical jobs in the commercial firms, 
and the professions of law, medicine, and teacliing. TTn- 
fortnnatcly, however, the demand for qualified |)eo^)lc in 
these employments does not increase at all projXMtionately 
to the supply. The result is that an increasing number 
of educated young me^ find it imiiosaible to secure a job or 
a living. 

There is certainly a large element of truth in this 
charge. Our present edncationnl systepi was evolved at 
a time when there was a genuine lack of qualified people 
for various Government and mercantile jobs. To-day, 
however, the situation has been vastly altered. It is, 
therefore, imperative that onr educational system should 
be drastically changed if we are to prevent the unspeak¬ 
able tragedy of unemployment, privations, and demoralizn- 
iion on the part of an ever-increasing army of matricnl- 
ates, graduates and even post-graduates. The Wardha 
aeheme of education which seeks to confine university 
education only to a small section of the educated people, 
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who are specially qualified for profiting by higher edu¬ 
cation, deserves great commendation from this point of 
view. 

At the same time, however, we must remember that 
more opening of Vocational training courses on a large 
scale can hardly be useful, unless there is a genuine 
incrcaso in the demand for men posscsing technical 
(pialifications. 

Thirdly, the social system of India has also been held 
to bo partly responsible for our middle-class unemploy¬ 
ment. Early marriage, joint-family, the caste system,— 
all these have been mentioned as aggravating factors. 
Due to early raaniage, our young men not only receive 
inadequate training. They are also burdened with heavy 
and almost paralyzing restionsibilities which serve only to 
deepen their mental depression and to discourage boldness 
and enterprise. Similarly, the caste system precludes 
young iieople from re.sorting to various occupations which 
offend their caste prejudices. The joint-family similarly 
encourages imrasitism, conservatism, and lack of mobility. 

liSstly, the general economic disorder in the world as 
a whole resulting in world-wide unemployment and 
economic depression is also held to be not without signifi¬ 
cance from the ix>int of view ofTndian unemployment. 
After all, India is an integral part of the world. If there* 
is economic depression abroad, our export industry must 
suffer resulting in unemployment in the export tradea 
which must affect the other trades and occupations- 
according to the theory of the Multiplier. 
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. Cdnclutioiit. 

« < 

The causes of our Middle-class anemployment also 

suggest the remedy. In fact, there is no permanent 
remedy of unemployment in the caintatistic economic 
system. But unemployment among the educated people 
may be greatly lessened if only a well-conceived concerted 
policy is followed* We whole-heartedly endorse a sugges¬ 
tion from the Government of India that there should be a 
statistical estimate of the total quantity of employment 
which the Government, other public bodies, Commercial 
Brms, educational institutions and the so-called learned 
professians may offer. Once we get an approximate idea 
of the volume of available employment, the supply of 
qualified men may be regulated in such a manner as to 
equate the supply with the demand. Unless some such 
statistics are compiled, it is difficult to avoid middle-class 
unemployment. Care, however, should be taken to 
estimate the possible increase in demand due to the 
prospective economic development of the country. 

Complete Indianisation of the services as well as national 

» 

control over all commercial and banking institutions in 
the country may also increase employment for our 
educated young men. There should be unemployment 
Bureaux in the country whose business should be to 
supply adequate information about employments in 
different firms and institutions. It is gratifying to note 
that several universities including the Calcutta University 
have already established University unemidoymeut 
ibiieanx for the benefit of University students. These 
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Bureaux keep toach with the different Qoimaercial^rms,. 
both Indian and European. It is^desirable, however, that 
dolebtidn iU' all oases should^ be made by competitive 
examinations^'rather than by thef sb-catlcd Interviews' 
which ^iVe so much scope'for corruption and favouritism. 

' But the most fundament:!rremedy lies in the wideniitg^ 
of the outlook of the educated people. Agriculture and 
other so-ealtod manual oCctipations must absorb an 
increasing number of the so-called Bradralokh youths. 
People should fully realise Ifhc principle of the dignity 
of labour and act accordingly. Doctors must learn ta 
reside in the Villages where they may easily secure a 
living and dt the same time fulBl a crying nccd> instead of 
rotting in the big towns and cities where fihe practice iS' 
monopolised by a fortunate few. Teachers must look 
upon themselves as crusaders against thh forces of dark- 
ness and ignorance in our benighted villages, instead of 
vainly searching for jbbs in urban schools. Arid above alb 
the educational system should be Radically revised in 


order to reduce the number of degree-holders for whom 
there is hardly any avenue for useful service. 












